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Now watch the community’s money go to work! 


When a bank moves in, every- 
body benefits. Here’s what it 
means to you. 


To thrive, a community must have a 
market place, schools, places of wor- 
ship, roads, utilities and all the many 
other institutions and services essen- 
tial to health and welfare. To get most 
of these it must have a ready source 
of available money. That’s where the 
bank comes in. 


Putting Money to Work 


Bank loans made possible by the 


community’s deposits and invest- 
ments help finance the butcher, 
baker and candlestick maker. Banks 
advance mortgage money for new- 
comers, help old settlers to expand, 
and assist in obtaining the funds 
needed for schools, highways and 
other public improvements. 

Most important of all, they put the 
community’s money to work /ocadly. 

That means a great deal because 
wherever money works men and 
women work, too. In the community 
—or the entire nation if you will— 
this results in better living and a 
wider opportunity for all. 


14,000 Banks at Work 


More than 14,000 commercial banks 
across the country are busy making 
money work. They help to make 
money move more safely, swiftly and 
economically into a stream of pay- 
ments that gives life to business in 
every community. 

The Chase National Bank, which 
serves as New York correspondent 
for more than 3,800 U. S. banks, is 
proud to be a part of the American 
banking system. 

The CHASE National Bank 


OF THE CITY OF NEW YORK 
(Member Federal Deposit Insurance Corporation) 














The school’s 24-page catalogue 
is available free upon request. 
Address your card or letter to 
the Secretary, IAS.... 











How IAS training 


meets individual needs 


Each IAS training program is “‘tailored to fit’’ the 
needs of the individual. This is accomplished through 
the IAS elective plan embracing 250 comprehensive 
study assignments, covering a wide range of account- 
ing and management subjects. 


e After general accounting principles have been mas- 
tered, each IAS Diploma Course student selects from 
14 electives those leading to his specific training ob- 
jective. The electives currently available (with the num- 
ber of comprehensive study assignments indicated) are: 


Basic Auditing (10) 
Public Auditing (20) 

Internal Auditing (20) 

Basic Cost Accounting (10) 
Advanced Cost Accounting (20) 
Corporation Accounting (10) 
Financial Analysis (10) 
Business Statistics (10) 
Management Control (20) 
Economics (10) 

Office Management (30) 
Accounting Law (10) 

Federal Income Tax (10) 

CPA Coaching (20) 


@ With this broad curriculum at his command, each 
IAS student can study first those subjects needed im- 
mediately and can then broaden his knowledge of 
accounting and management through study of addi- 


tional electives. 
* 


INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 
A Correspondence School Since 1903 


209 WEST JACKSON BOULEVARD ¢ CHICAGO 6, ILLINOIS 
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STANDARD FEDERAL TAX REPORTS—New law, old 
law—for the man who must have everything concerning 
federal taxes affecting business and individual tax- 
payers. Week in, week out, the Standard’s informative 
issues rush to subscribers complete details on every twist 
and turn of pertinent federal tax law, as it breaks. Fea- 
tured are authoritative full texts of laws, regulations, 
rulings, court decisions, forms, and related facts and 
information—all explained and tied into the over-all 
picture with helpful, understandable editorial comments. 
Current subscription plan includes 7 “bring-you-up-to- 
date” Compilation Volumes and companion Internal 
Revenue Code Volume. 


FEDERAL TAX GUIDE REPORTS—Edited and produced 
particularly for Tax Men who must stay abreast of un- 
folding developments concerning the federal income 
taxes of the average taxpayer, the ordinary corporation 
or individual. Swift weekly issues provide quick access 
to essential facts and information—changes in statutes, 
amendments, regulations, decisions, official rulings, and 
the like. Subscription includes two loose leaf Compila- 
tion Volumes replete with pertinent law texts, Commit- 
tee Reports, rulings, decisions, explanations, examples, 
charts, tables, check lists, 


PAYROLL TAX GUIDE—For dependable, continuing 
help in handling the payroll problems involved under 
federal income tax withholding, federal social security 
taxes on employers and employees, federal wage and 
hour regulatory provisions, state and local income tax 
withholding, and unemployment insurance contribu- 
tions. Spans the whole workaday world of pertinent 
statutes, rulings, regulations, decisions, returns, forms, 
reports and instructions. No law texts, no regulations— 
instead plain-spoken explanations of “payroll law” 
make everything instantly clear. Encyclopedic Compila- 
tion Volume included, 
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PENSION PLAN GUIDE—A specialized Reporter for all 
concerned with drafting, qualifying for federal tax ex- 
emption, operating and administering employee-benefit 
plans. Regular releases make clear the what, how and 
why of statutory and practical requirements that shape 
and mold private programs. In addition to profit-sharing 
and pension planning, coverage includes: Group Insur- 
ance Plans, Executive Compensation Plans, Fringe 
Benefits, Investment of Employee Trust Funds, Pay- 
ment of Benefits, Guaranteed Annual Wages. All ar- 
ranged in one loose leaf Volume. 


SINCLAIR-MURRAY CAPITAL CHANGES REPORTS 
(Produced and published by Sinclair, Murray & Co., 
Inc. —a wholly-owned subsidiary of Commerce Clearing 
House, Inc.) When capital changes affect income from 
an investment portfolio, how can the Tax Man get the 
facts and information needed for correctly computing 
gain and loss for federal income tax purposes? In three 
loose leaf Volumes the complete capital changes histories 
of over 12,000 corporations are set forth. Fast, regular 
loose leaf Reports cover federal tax aspects of: stock 
rights, stock dividends, reorganization security ex- 
changes, liquidating distributions, dividends on pre- 
ferred stock redemptions, non-taxable and capital gains 
cash dividends, interest on bonds “traded flat,” amortiz- 
able premium or convertible bonds, and the like. 





STATE TAX REPORTS—Tax Men everywhere welcome 
the special assistance of CCH’s State Tax Reports. Forty- 
eight states and the District of Columbia are each in- 
dividually covered in separate reporting units. Swift, 
accurate, convenient, the informative regular “Reports” 
for each unit keep pertinent state tax facts and informa- 
tion constantly up-to-the-minute. Coverage includes new 
laws, amendments, regulations, rulings, court and ad- 
ministrative decisions, return and report forms—in 
short, everything important and helpful in the sound 
and effective handling of corporate or individual state 
taxes and taxation. One or more loose leaf Reporter 
Volumes for each unit included under subscription at 
no added cost. 


“There’s a CCH Topical Law Reporter To Fill 
Every Tax Law Need, Every Business Law Need” 














RE: ACCELERATED 
DEPRECIATION METHODS 


Editors, THE CONTROLLER: 

Have you any information as to the 
number of companies, or information as 
to any particular company, employing 
either of the new accelerated depreciation 
methods permitted by the new tax law ? 


R. R. W. 


The following extract from a recent letter 
refers to this: 


“There is no indication available at pres- 
ent as to the number of companies who are 
planning to take advantage of these provi- 
sions. Most company representatives I have 


talked with have indicated that they are 
still studying these methods and are hoping 
to make a decision before the close of their 
fiscal year operations. My guess is that there 
will be no indication of the trend in this 
respect until annual reports are available. 
“In our own particular case we have 
made the decision to apply the sum-of-the- 
digits method to atquisitions of new facili- 
ties since January 1, 1954. We believe that 
the declining-balance method has definite 
disadvantages in spite of the quick recovery 
of capital costs in the first two years of the 
life of an asset. The disadvantages of this 
method are incomplete recovery of cost dur- 
ing the life of the asset, the necessity of 
converting to a straight-line basis to recover 
all the cost, problems of application from 
the standpoint of record-keeping, etc. The 
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sum-of-the-digits method has disadvantages 
too but they appear to be less significant. 
We are hoping that some of these problems 
will be resolved upon the release of the 
Treasury Department regulations. 

“My guess is that the majority of compa- 
nies will take advantage of the sum-of-the- 
digits method in preference to the declining- 
balance method except, possibly, in cases 
where a company is primarily interested in 
a quick recovery of capital investment cost 
during the initial two-year period. I believe 
that you will see much written on the sub- 
ject within the next month or two as an aid 
to taxpayers in making a selection of the 
proper method.” 

—The Editors 


RENEGOTIATION CHECK LIST 


Editors, THE CONTROLLER: 


A manufacturer recently asked me 
“What do you, as a former renegotiator, 
think of the check list procedure suggested 
in the article ‘Profit Determination in Re- 
negotiation’, appearing in the May 1954 
issue of THE CONTROLLER?” 

Space does not permit an adequately 
comprehensive answer to such a question 
but, at the risk of adopting a cavalier atti- 
tude toward the authors of a very well- 
written article, I would like to suggest to 
readers of THE CONTROLLER that, before 
using such check list in the manner sug- 
gested in the article, they ask themselves 
the following questions: 


1. Am I unwittingly doing what I am 
inclined to criticize renegotiation authori- 
ties for doing, namely, reducing evalua- 
tion to an essentially mathematical form- 
ula which cannot adequately reflect the 
human angles which distinguish my par- 
ticular case ? 

2. In attempting to assign a weight 
(to say nothing of a rating) to each of 
the subfactors in such list, am I doing 
anything more than starting interminable 
arguments over myriad items? To give 
you an idea of what I mean, just ask three 
different people for their comments on 
the assigning of a weighting of 1 to the 
subfactor “Compensation of officers rela- 
tive to others in the industry” vis-a-vis a 
weighting of 3 to the subfactor “Ratio of 
long-term private debt to private capital.” 

3. Wouldn’t such preoccupation with 
rating and weighting of minor and often 
irrelevant items preclude my giving proper 
emphasis to the real “big trees’ of my 
case? Just consider, for example, how 
would such chart adequately delineate the 
very important aspects of greater com- 
plexity and intricacy of renegotiable busi- 
ness as compared with normal civilian 
business ? 

4. Wouldn't I do better to concentrate 
my fire on the following two targets: 


a. a clear-cut explanation and justifica- 
tion of any element of my case which 
might be viewed unfavorably by renego- 
tiation authorities ; and 

b. adequate emphasis, couched in lan- 
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PHOTOSTAT 


(REG. U. S. PAT. OFF.) 





PHOTOSTAT 
INSTANT COPIER 


TS NERA 


® Makes copies ready for immediate use. 


@ Makes 3 or more black-on-white copies up 
to 81/2" x 14” in one minute on plain paper. 


® Takes up less than two square feet on desk 
or table . . . or stand can be furnished. 


@ Can be used under normal office lighting by 
anyone at any time. 


@ Is unequalled in flexibility and versatility. 


@ Fully guaranteed by Photostat Corporation. 


Today . . . more than ever before... 
PHOTOSTAT CORPORATION $sstands 
ready to serve you with photographic 
copying apparatus and material of the 
very highest quality. From the small 
Instant Copier to the large, completely 
automatic continuous models, you can be 
properly equipped to handle your par- 


PHOTOSTAT is the registered trade mark 
of PHOTOSTAT CORPORATION 





has these answers 


to Small or Medium-Sized 


CORPORATION Office Copying Problems 





PHOTOSTAT 
MODEL JUNIOR 





@ Occupies same floor space as the average 
office desk, 48’’ x 52”, height 52°’. 


@ Comes complete with lens and prism, lamps, 
developing and fixing apparatus. 


@ Copies at original size subjects up to 8/2” x 
11’. ... or reduces from originals as large as 
14” x 18”. 


® Bookholder, Solenoid Shutter Control and Deep 
Dark Box available as extra equipment. 


@ May be easily operated by office personnel 
and under normal office lighting. 


ticular needs most efficiently and econom- 
ically with the same permanent, errorless 
copies . . . erasure-proof, water-proof, and 
fraud-proof .. . that set the standard of 


good photographic copying the world over. 


You will be amply repaid if you get full 
details before purchasing any office photo- 


copying equipment. Write to 


PHOTOSTAT CORPORATION 


305 State Street, Rochester 14, New York 
Service offices in most principal 
cities and in Toronto, Canada 











COVE 
INTERESTS OF 
TROLLERS 


FINANCIAL 
EXECUTIVES 
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by A. C. Ritz 


by E. Stewart Freeman 


EQUIPMENT 
by Fred Yeaple 





Forthcoming Features 


IN THE CONTROLLER 


%& ACCOUNTING AND BUDGETING FOR SOCIAL AGENCIES 


%& MEASURING SALES, GROSS ASSETS AND INVESTED CAPITAL 
AND COMPARING THEM TO PROFITS 


%& APPLICATION OF ELECTRONIC TAPE PROCESSING 








guage which is simple and convincing, on 
the really important factors of my case ? 


The suggested chart, with a few vital 
additions, might well be used as an in- 
ternal check list when compiling Section 
P of RB Form 2 but its use beyond that 
point, in my opinion, is somewhat of a 
two-edged sword. 

Before leaving this intriguing subject, I 
would like also to comment on the follow- 
ing statement in the article: “Contractors 
are never certain, however, of the extent 
to which the large number of factors po- 
tentially significant were in fact taken 
into consideration. They do not know 
how company performance was evaluated 
with respect to these factors, nor are they 
provided with information conveying the 
relative importance of factors taken into 
account.” 

Whether or not the authors have over- 
looked the procedures of RBR 1477, which 
provides for a written summary of the 
facts and reasons upon which the Board 
has based its determination, I do not know. 
Suffice to say that any executive who is not 
convinced of the propriety of a proposed 
determination of excessive profits but who 
enters into a bilateral agreement for re- 
fund of such profits without having at 
least obtained such written suminary, helps 
to justify a renegotiator in adopting a 
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stern and perhaps unreasonable pattern 
of determinations and thus does a disserv- 
ice both to the company which he serves 
and to the industry with which he is asso- 
ciated. 


EDWARD T. MARTIN 
Attorney at Law 
Boston, Mass. 


We always welcome reader reaction to 
the articles appearing in THE CONTROLLER 
and in a case like this, we have given the 
authors an opportunity to respond in the 
same issue. 


—The Editors 


Editors, THE CONTROLLER: 

We are happy to comment on Mr. Mar- 
tin’s excellent letter. For clarity our ob- 
servations, with one exception, will fol- 
low the order of his questions. 

1. Our check list does not reduce evalu- 
ation to a mathematical formula. We em- 
phasize the distinction between results 
and the process by which results are 
reached. We suggest that each item and 
the final result be expressed unambigu- 
ously. But the process by which such re- 
sults are determined must necessarily in- 
volve many variables, some qualitative in 
nature, so that considerable business judg- 
ment must be exercised to formulate de- 
terminations. 


picid Pact an ss JANUARY 1955 





2. Mr. Martin suggests that it would 
be difficult to achieve agreement on the 
subfactors. If it is not possible to agree 
on the elements of the total case, how 
can it be possible to arrive at a consensus 
on the over-all result which is a conglom- 
erate of decisions on individual points ? 
Mr. Martin’s recognition of the difficulty 
of agreeing on individual items suggests 
an explanation for the paradox between 
his observation in the final paragraph of 
his letter that contractors are provided 
with a summary of the basis for the 
Board’s determination under RBR 1477 
and the report of the November 1952 
Conference Board Business Record that 
contractors considered renegotiation to be 
a “guessing game.” Without an explana- 
tion of the basis for determinations on 
individual items an explanation of the 
“final result’? cannot possibly be com- 
pletely informative. While contractors 
might not be persuaded by reasons for de- 
cisions on individual items they would 
know what those reasons were. 

3. In his points 3 and 4, Mr. Martin 
suggests concentrating fire on the “big 
trees.” We are in substantial agreement 
here, with only two minor reservations. 
One, we felt that the check list would aid 
in identification of the major issues. Two, 
a long series of relatively minor items 
might add up to a factor of some signifi- 
cance. Mr. Martin recognizes this in ob- 
serving that the check list with some 
additions, might be used for internal pur- 
poses in compiling Section P of RB Form 
2 which provides opportunity to submit 
additional information with respect to the 
“statutory factors.” 

Apart from how one may regard the 
appropriateness of renegotiation during 
“peacetime” or during a period of “cold 
war,’ it is our impression that renegotia- 
tion boards have distinguished themselves 
by a job ably performed. The purpose of 
our ‘‘check list’’ approach was to widen 
and multiply the channels of communica- 
tion between contractors and boards so 
that understanding of the steps by which 
determinations are reached would be in- 
creased, so that public esteem of renego- 
tiators would (deservedly) be enhanced. 


J. FRED WESTON 
RODGER E. KARRENBROCK 


ELECTRONICS THINKING 


Editors, THE CONTROLLER: 

The July 1954 issue of THE CONTROL- 
LER contained an excellent article by Wil- 
liam B. Hanson entitled ‘Electronics 
Thinking and Clerical Costs.’’ May I 
please have your permission to reprint the 
article, principally for distribution within 
my own company. Full credit to your mag- 
azine will be given in the reprinting. 


BAYARD E, WYNNE 

Controller 

Western Maryland Railway Company 
Baltimore, Md. 
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Centralization Vs. Decentralization 


In our October issue we discussed on this page some obser- 
vations by Albert J. Nickerson, vice president of the Socony- 
Vacuum Oil Company, on the subject of centralization vs. 
decentralization. At the same time, we called attention to a 
recently published report of Controllership Foundation, Inc., 
research arm of Controllers Institute of America, on ‘‘Cen- 
tralization vs. Decentralization in Organizing the Control- 
ler’s Department.’’ 

From Princeton University’s Industrial Relations section, 
we have now received a book entitled ‘‘Centralization and 
Decentralization in Industrial Relations.” The general sub- 
ject is obviously of wide interest. (It recalls an article in a 
recent issue of a nationally known business magazine which 
discussed one of our larger companies that is simultaneously 
centralizing and decentralizing! ) 

Of interest in connection with this recently published study 
on industrial relations, is the finding that the chief executives 
whose opinions were sought in this study predominantly 
favored decentralized management. Union officers, favoring 
a wide bargaining area, were highly critical of management's 
claims of decentralization. The Union officers tend to view 
such claims as an effort on the part of the company to disguise 
the fact that plant managers have little freedom in decision- 
making for labor relations. 

What are the benefits, in the opinion of executives favor- 
ing decentralization in industrial relations, to be gained from 
extensive decentralization? According to the study, the bene- 
fits include: 


1. More efficient use of executives’ time. 


ho 


. More efficient operation as a result of better adjustment 
to local conditions and the more clearly defined responsi- 
bility and accountability of the lower levels of manage- 
ment. 


3. The maintenance of collective bargaining at the plant 
level in accordance with local patterns and needs. 


4. The development of strong management personnel by 
encouraging all levels of management to exercise initia- 
tive and judgment. 


. The improvement of plant personnel and community 
relations. 


A) 


Those favoring more centralization for industrial rela- 
tions than for general management stressed: 


1. The need for uniformity in industrial relations policies 


and their consistent application in harmony with the total 
objectives of the corporation. 


. Economy in the use of specialists. 


. The frequent importance of rapid clearance of labor 
issues. 


. The greater recognition of industrial relations as a major 
function of management when major decisions are made 
at headquarters. 


. The desire and need of plant managers and supervisors 
to refer difficult questions to industrial relations special- 
ists or higher management. 


One of the conclusions of the study by Princeton’s In- 
dustrial Relations Section is that “present and foreseeable 
conditions in industry and industrial relations indicate the 
continuation of a high degree of centralization. Improved 
methods of participation and delegation can make the’ re- 
strictions of centralization more acceptable to lower levels of 
management and thus help to prevent the deteriorating ef- 
fects of extreme centralization on the corporation. However, 
the attainment of even a modest degree of effective dele- 
gation of responsibility for industrial relations requires the 
continuous effort and the close cooperation of corporation 
and plant executives and the industrial relations staff.”’ 


No Joking, Please 


If you feel the “light touch” coming on when you ap- 
proach the preparation of your next corporate annual report, 
consider the recent observations by the president of the Na- 
tional Federation of Financial Analysts Societies, M. Dutton 
Morehouse, who is manager of Brown Brothers & Harri- 
man, Chicago. 

Discussing improvements in financial and stockholder 
relations, from the financial analyst’s point of view, Mr. 
Morehouse offered a number of suggestions for making an- 
nual reports more valuable to large and small stockholders 
and the financial analysts. He pointed to some recent at- 
tempts to simplify corporate annual reports, “of which the 
comic book type of report is the worst,’ as being more pa- 
tronizing than helpful to the stockholder in providing an 
understanding of his company. 

In addition, the speaker pointed out that pictures are not 
a valid substitute for facts. Illustrations, when used, should 
be related to the company’s operations, he said, and “‘hap- 
pily the tendency to load the annual report with pictures to 
the exclusion of factual information seems to have died out, 
and they are serving the very proper purpose of making the 
report more understandable.’ Mr. Morehouse based his ob- 
servations on studies made by the corporate information 
committee of the National Federation of Financial Analysts 
Societies. 


Reads a current headline: ELECTRONICS NEVER WILL 
MAKE PEOPLE OBSOLETE. 
We feel much better now. —PAUL HAASE 
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Get full figuring “AUTOMATION with 


O 


Still Another 
New MONROE! 


Here’s another completely new Monroe—the very latest 





in fully automatic calculators. 

Take zeros for example, or decimals, just two of the 
many exclusive automatic features of the new Monroe 
Simplex 8N. Both flow automatically! Or, simply touch 
a single key to square a number automatically! Multi- 
plication, division, addition, and subtraction...all your 
figuring work is turned out easily and with lightning speed, 
because it’s done automatically. And, after each problem 


the carriage automatically positions itself for the next one! 


“MATIC 





Yet, the Monroe Simplex 8N is simplicity itself. Its 
single keyboard means more figures can be set with less 


motion. Cuts hours of figuring time to minutes. And with 
{Automation doing most of the work, the operator by- 
passes hundreds of extra steps and intermediate operations. 

Your Man from Monroe will explain how to get the most 
out of Automation. Let him show you how this new 8N 
Monro*Matic flies through your figure work. He’s listed 
in your local classified telephone directory. Monroe 
Calculating Machine Company, Inc., Orange, New Jersey. 


OPERATORS WHO KNOW... PREFER M O N R O io CALCULATING, ADDING, ACCOUNTING MACHINES 








Vita 





be 
ANG 
cen 


offi 
‘ 


line 
trol 
I 
the 
Sam 
ing 
be ¢ 


T 
exp 
que: 
tern 
of t 
tion 
tion 
how 
com 





































Organizing for Controllership: 


Centralization and Decentralization 


Herbert A. Simon 


This article presents some of the high- 
lights of the report ‘‘Centralization vs. De- 
centralization in Organizing the Control- 
ler's Department,” published in August 
1954 by Controllership Foundation, Inc., 
research arm of Controllers Institute of 
America. The research was carried out by 
faculty members of the Graduate School 
of Industrial Administration, Carnegie In- 
stitute of Technology, under a grant from 
the Foundation. (See page 12.) 


MAJOR RESPONSIBILITY of modern 
A controllership is to provide manage- 
ment with information and analysis that is 
essential for making sound business de- 
cisions. 


How shall the controller organize his 
department to perform these tasks effec- 
tively? 

How centralized or decentralized should 
the account structure be ix order to pro- 
vide information of maximum value to 
management for reducing costs and in- 
creasing profits? 

Which controllership functions should 
be performed in the company home office, 
and which should be geographically de- 
centralized to factories and regional sales 
offices? 

Shall there be a ‘solid’ or a “dotted” 
line of authority from the factory con- 
troller to the company controller? 

How shall functions be allocated within 
the controller's department—should the 
same units be responsible for record-keep- 
ing and analytic functions, or should these 
be assigned to Separate units? 


The answer—a very wise one—that the 
experienced controller will give to these 
questions is: ‘It depends.’’ No single pat- 
tern of organization will meet the needs 
of the wide variety of business organiza- 
tions in our country. But a careful observa- 
tion of how accounting data are used and 
how controller's staffs operate in different 
companies can cast light on the strong 


and weak points of alternative organiza- 
tional plans, and on the conditions under 
which a particular plan might be expected 
to work well. The findings reported here 
are based on such observations—including 
interviews in seven companies with some 
400 accounting and operating executives. 


DECENTRALIZED 
PROFIT-AND-LOSS ACCOUNTING 


How can decentralization contribute to 
the development of profit-consciousness 
and a broad management outlook in the 
ranks of middle management? One solu- 
tion, that has grown in popularity in re- 
cent years, is to treat each major division 
or department of the company as a busi- 
ness in its own right, to expect it to earn 
profits on its “investment,” and to reflect 
the performance of each of these units in 
a formal profit-and-loss statement. A re- 
lated solution is to build up the structure 
of accounts to parallel the organization 
structure, so that each part of the company 
can be charged with the costs it incurs. 

The findings of this study suggest that 
the device of decentralized profit-and-loss 
statements is likely to be of much greater 
value in a company made up of separate 
product divisions, each making and selling 
its own products and having a consider- 
able degree of independence, than in a 
company with “functional” divisions- 
procurement, production, marketing- -Or 
with production divisions that are highly 
interdependent. In the latter cases, it ap- 
pears difficult to convince a divisional ex- 






ecutive of the realism of his profit-and-loss 
statement when he knows that many of 
the variables that determine his ‘‘profit” 
depend on decisions made in other parts 
of the organization, and hence are to a con- 
siderable extent outside his control. 

Where there are in fact important de- 
pendencies between different parts of a 
company or of an organizational unit, the 
method that appears most effective in se- 
curing cost- and profit-consciousness is to 
decentralize accounting to the point where 
the statements received by each executive 
reflect those elements of cost and income 
over which he has a substantial measure of 
control. Charging cost elements that are 
agreed to be uncontrollable, or including 
in the responsibility statements elaborate 
analyses of recirculated overhead costs ap- 
pears to discourage, rather than encourage, 
attention to costs on the part of the re- 
sponsible executives. 

Even though the findings all point in 
this direction, it would be dangerous to 
generalize too far from a study of but 
seven companies. What the study does 
suggest, however, is that decentralized 
profit-and-loss accounting is not a uni- 
versal prescription, but one that is to be 
used with realistic attention to the com- 
pany structure and to the kinds of respons- 
ibilities that are actually placed on execu- 
tives at various levels. 


HOW DATA ARE USED 
These observations on decentralized 
profit-and-loss accounting are part of a 
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Management Department of the Graduate School of Industrial Adminis- 
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degree from the University of Chicago and as a consultant, researcher, 
and writer, problems of organization have been his central interest. 
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more general conclusion to which we were 
led: An effective account structure, and 
an effective system of accounting reports 
for operating executives have to take into 
account the ways in which accounting data 
are used as an aid to operating decisions. 
An important distinction emerged from 
the interviews between attention-direct- 
ing uses of data, on the one hand, and 
problem-solving uses, on the other. When 
a red variance on a monthly operating 
statement leads a department head to ask, 
“Why am I running over on my operating 
supplies?”, it is performing an attention- 
directing function. When data on repair 
costs are used in determining when trucks 
should be replaced, these data are perform- 
ing a problem-solving function. 

Different organizational patterns are re- 
quired to meet these two distinct needs for 
data. Attention-directing data are pro- 
vided principally through periodic—daily, 
weekly, and monthly—reports. These re- 
ports (or rather, the appropriate portions 
of them) need to reach the levels of the 
company where responsibility for action 
lies—at least down to the general fore- 
man level in most factories. They need to 
be prepared promptly. They need to be 
sufficiently detailed so as to genuinely di- 
rect attention. 

The constructive use of accounting data 
for attention-directing purposes requires 
that the operating executives have confi- 
dence in the standards and in the perform- 
ance reports that come to them, and that go 
to their superiors. In all cases, a close and 


direct relationship between accounting 
personnel and operating personnel ap- 
peared to be the most important factor in 
producing this confidence. This relation- 
ship needed to be close in the standard- 
setting procedure in order that the operat- 
ing man might have an opportunity to ne- 
gotiate a standard that he could regard as a 
reasonable and attainable forecast of his 
operations. The relationship needed to be 
close in the reporting process in order that 
the operating man might have help in in- 
terpreting his variances, and might have a 
part in developing the explanations of off- 
standard performance that were presented 
to his superior. Hence it is essential for ef- 
fective service of the controller’s depart- 
ment in the area of attention-directing to 
develop direct and active channels of com- 
munication with the operating executives 
at the major levels of the organization 
whose operations are being measured. 

To use data effectively for problem-solv- 
ing purposes—equipment purchases, se- 
lective selling, plant location decisions, 
and the like—the data must fit the prob- 
lem. Periodic, routine accounting reports, 
however useful they may be as attention- 
directing devices, seldom provide the 
numbers that are needed when a specific 
problem comes up for study, and seldom 
provide these numbers in the most useful 
form. It was our observation that impor- 
tant special problems generally call for 
special analyses, and that these analyses 
must go behind the reports and examine 
the basic data. The controller's department 
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that wishes to increase its usefulness in the 
problem-solving area will generally find it 
more useful to develop staff and facilities 
for special studies, than to further elabo- 
rate its periodic accounting reports with 
the view to anticipating in those reports 
the data that will be needed for an unpre- 
dictable range of future problems. 

In the operating departments, problem- 
solving activities to which special account- 
ing studies can make an important contri- 
bution are likely to be more centralized 
than the day-to-day operating activities 
that call for attention-directing reports. 
Hence, the controller's department can 
contribute most effectively to the solution 
of important policy problems through the 
development of small and relatively cen- 
tralized special analysis units that are care- 
fully kept free from a constant load of 
routine assignments. One such unit may be 
needed in the home office of the control- 
ler’s department, and, in companies with 
decentralized plants, similar small units 
at the factory level will find plenty of op- 
portunities for constructive and important 
analytic work. It was our observation that 
cross-departmental teams, drawn from ac- 
counting, industrial engineering, and op- 
erating personnel (or other appropriate 
units), provided an effective means for the 
investigation of special problems as they 
arose. Analytic units in the controller's 
aoe ae can probably do their most 
effective work through participation in 
such formal or informal teams. 


IMPLICATIONS FOR CENTRALIZATION 
AND DECENTRALIZATION 

How would a controller organize his de- 
partment to follow the general lines 
sketched out in the preceding paragraphs? 


As already noted, he would create units 
for current analysis (attention-directing 
services) at relatively decentralized levels 
of the organization, and units for special 
studies (problem-solving services) at 
somewhat more centralized levels. He 
would have to pay special attention to the 
creation of communications “‘bridges”’ be- 
tween these units in his own department 
and the points in the operating organiza- 
tion that the analytic units are intended to 
serve. Some of the devices that companies 
have found effective in creating and 
strengthening such bridges include actu- 
ally locating the controller’s units close to 
the operating units they are serving and 
creating regular tasks (like the prepara- 
tion of monthly variance analyses) that 
can be performed only by the cooperative 
effort of controller's and operating per- 
sonnel. 

Thus far we have said nothing about the 
activities of the controller's department 
that bulk largest in terms of numbers of 
personnel and workload—the  record- 
keeping and report-preparation functions. 
It was our general observation that those 
controller's departments operated most ef- 
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fectively which provided a considerable 
measure of separation between these func- 
tions on the one hand, and the analytic 
functions on the other. When important 
responsibilities for analytic duties and im- 
portant responsibilities for the supervision 
of record-keeping and report preparation 
rested on a single man or a single unit, 
the former tended to suffer in the time 
and attention that was given them. The 
pressure of regular deadlines and the 
tasks of supervising clerical personnel 
gave the day-to-day activities priority over 
equally important, but postponable, ana- 
lytic tasks. The simplest—and perhaps 
the only practicable—way to maintain a 
balanced allocation of effort appeared to 
be to vest these responsibilities in separate 
units. 

If this is done a problem is created for 
the long-range development of executives 
in the controller’s department. Unless spe- 
cial attention is given to the problem, 
supervisory personnel in the controller’s 
department will tend to specialize too 
exclusively either in supervision of rec- 
ords and reports activities or in analytic 
work. When careers have been too much 
specialized along these lines, it will be 
dificult to find men for promotion 
who have the breadth needed by a fac- 
tory controller or by a division head in 
the company controller's office. Hence, an 
organization plan like the one outlined 
here needs to be accompanied by a careful 
and definite program to provide for peri- 
odic lateral transfers—from supervisory to 
analytic positions and vice versa—of men 
who show promise for subsequent promo- 
tion to executive responsibilities. We ob- 
served at least one company in which a 
carefully administered plan of this kind 
appeared to be successful in avoiding the 
dangers of overspecialization. 

With respect to the records and reports 
functions themselves, we found the bal- 
ance of advantages to lie on the side of a 
relatively high degree of decentralization. 
To provide adequate access of operating 
personnel to documents from which they 
need information calls for decentralization 
to levels of the organization where the 
major use is made of the data. Further- 
more, the reliability of data will generally 
be higher when they are compiled close 
to the source, for this makes it easier to 
check them against the physical realities 
they are supposed to reflect, and to avoid, 
among other things, some obvious kinds 
of clerical errors. 

These advantages of decentralization 
have to be balanced against the advantages 
of mechanization and specialization of 
clerical operations that centralization per- 
mits. We found, however, that most of the 
important economies could be obtained 
with units centralized no farther than the 
factory or regional sales level. Presumably 
as the use of modern electronic computing 
devices becomes more common, at least in 
large companies, this conclusion will have 





The problems of human organizations of great size and spread 
are by no means confined to industrial corporations. They have 
long been met in governments, churches, and commercial asso- 
ciations. History is full of the accounts of the successes and fail- 
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and consolidating their control over distant areas, populations 
and memberships. Despite sharp distinctions in purpose, a com- 
mon problem in all such human organizations is the dichotomy 
between the pressure for centralization of authority to insure 
corporate integrity, and the countering pressure for decentraliza- 
tion in administration to secure efficiency through ready response 
to diverse conditions in human motivation. While the events of 
history may not repeat themselves, the human reactions which 
bring them about seem to persist through time.-—From “Cen- 
tralization and Decentralization in Industrial Relations’ reviewed 
on page 36 in this issue of THE CONTROLLER. 





to be re-examined and methods will have 
to be devised for the efficient use of com- 
puters that do not sacrifice the advantages 
of “grass roots’ access to and processing 
of data. 


THE CHAIN OF COMMAND 


One of the questions we explored was 
whether it was better to have a ‘‘dotted 
line” or a “‘solid line” of authority from 
the factory controller or regional sales ac- 
counting executive to the company con- 
troller. In most of the companies we stud- 
ied, the formal authority arrangements 
did not appear to make much difference. 
Whatever the formal arrangement, the 
factory controller, for example, generally 
looked to the home office controller's de- 
partment for instructions on the technical 
aspects of his job, and to the factory man- 
ager for special assignments and activities 
to improve controllership service to the 
factory. 

In a few instances where the operating 
executives were skeptical of the usefulness 
of accounting services, and where the sales 
and manufacturing heads at the vice-pres- 
idential level did not give strong support 
to the controller’s department, the distinc- 
tion between ‘‘dotted line” and ‘“‘solid 
line” did appear to make some differences. 
In these situations, the factory accountant 
appeared to have a more solid base for the 
development of his program and for work- 
ing with the factory manager if it was 
understood that he was directly and for- 
mally responsible to the company con- 
troller. This observation may be of some 
significance for companies where the con- 
troller is undertaking the task of broaden- 
ing the scope of his department's services, 
and where he has not yet succeeded in win- 
ning the full support of the top-level 
operating executives. 

We observed another organizational 
problem that is related to the chain of 
command. In some companies there ap- 
peared to be an excessive number of super- 


THE CONTROLLER.............. 





visory ‘‘layers’ in the controller's depart- 
ment. Where this occurred, it was usually 
due to the fact that a level had been 
created in the controller's department to 
parallel each level in the operating depart- 
ments. If a serious attempt is made to dis- 
cover the points in the operating organ- 
ization where the services of the control- 
ler’s department are needed on a regular 
basis, it will often be found that certain 
levels can be omitted. For example, if the 
sales organization has both regional and 
district offices, it may be found that one 
or the other of these levels can be skipped 
in the organization of the controller's de- 
partment. 


THE FUTURE OF 
THE CONTROLLER’S DEPARTMENT 

The effectiveness of an organization 
can be assessed only after the organiza- 
tion’s task has been defined. One reason, 
we believe, why considerable continuing 
attention is being given in many control- 
ler's departments to their organizational 
problems is that the conception of a con- 
troller’s role has steadily been changing 
from a role limited to rather narrowly de- 
fined accounting functions to a role that 
involves important services to operating 
management and significant participation 
in the formulation of policy. We suspect 
—although this goes beyond the evidence 
of our study—that a particular business 
function will broaden its scope to the ex- 
tent that it draws upon a profession cap- 
able of performing broader functions, and 
performing them well. If this is so, the 
future organizational patterns of the con- 
troller’s department will be much influ- 
enced by what the industrial accounting 
profession makes of itself. If it can at- 
tract superior competence and provide 
superior training, these are likely to lead 
in time to larger responsibilities for the 
profession, and to organizational arrange- 
ments appropriate to these responsibili- 
ties. 
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THE CONTROLLER'S ROLE 


When Disaster Strikes 


Edwin E. McConnell and William H. Perks 


N JUNE OF 1953 one of the most violent 
| tornadoes in history with winds up to 
350 miles per hour swept over Worcester, 
Massachusetts, and in five minutes’ time 
left in its wake damage in the millions to 
Norton Company's new grinding machine 
plant, with considerable additional dam- 
age throughout the plant to windows, 
roofs, and storage areas. Employes suffered 
either partial or total loss of 396 homes 
and 482 automobiles, totaling between 
three and four million dollars. Such a 
sudden and unexpected catastrophe raised 
many problems not only in the matter of 
insurance claims and property restoration, 
but also in rehabilitation of employes. 

When a disaster strikes a plant, confu- 
sion is apt to reign among management 
and employes, Management has the prob- 
lem of the restoration of productive fa- 
cilities and the loss of profits during that 
period; also, the problem of customer 
relations and the loss of customers, if the 
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restoration is prolonged. Employes are 
concerned about the period of shutdown 
and the question of job losses. 

In this particular case the problem was 
greatly simplified by the fact that the 
building involved in our claim was new, 
having been in production less than six 
months. Thus, we were not concerned, 
by mutual agreement, with the problem 
of depreciated replacement value, although 
a few machines were totally destroyed in 
one department. 


INDIRECT FACTORS 

There are one or two factors related in- 
directly to the insurance settlement re- 
sulting from certain matters of company 
policy. 

First, the plant of one of our neighbors 
was severely damaged. Norton Company 
loaned them a building containing 45,000 
square feet without cost to them except 
for current operating charges. This was a 
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contribution to the community to save the 
jobs of 150 people. The company was in 
operation within a week and occupied the 
space for a period of five months until the 
completion of a new plant. Fortunately, 
that company carried its use and occu- 
pancy insurance with the Boston Manu- 
facturers Mutual Fire Insurance Company, 
which was our company. As the result of 
being back in production in a week, the 
payment for the U & O claim was mini- 
mized and constituted a small fraction of 
the reserve created by the insurance com- 
pany. The president of the insurance com- 
pany stated that it was a unique experience 
in the insurance field. 

Secondly, the Norton Company made a 
contribution to its employes, current and 
retired, who had losses of automobiles, 
household furnishings and homes. We 
also stored furniture, and furnished repair 
materials to assist our employes in making 
temporary repairs. These acts increased 
employe morale, loyalty, and a desire to 
better serve the company, aided us in our 
insurance adjustment, and saved the in- 
surance companies money. 


TAX ASPECTS OF 
AID TO EMPLOYES 

Norton Company throughout the years 
has prided itself on the happy relations 
between management and the employes. 
We call it the “Norton Family Spirit.” 
When our employes were badly hit by the 
tornado, we, naturally, wanted to help 
them in every way possible including cash 
grants. As tax-wise businessmen, we 
wanted to, and felt we were entitled to 
deduct from taxable income any assistance 
we gave to them. While we intended to 
make substantial contributions in any case, 
we could help our people two or three 
times as much if the contribution were 
allowed as a deduction from taxable in- 
come. We also wanted it clear that no 
hard-hit employe would have to pay in- 
come tax on the help received. 

There was no precedent in tax law to 
support our conviction. We went to the 
Commissioner of Internal Revenue in 
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Washington, placed the whole problem be- 
fore him, and requested that the help given 
become proper tax deduction to Norton 
Company and exempt from income tax to 
the employe. Since there was no precedent, 
our request was denied. We re-wrote our 
request stressing the direct connection be- 
tween employe morale and the creation of 
taxable income. We stated that this help 
was a spontaneous action on the part of 
the company to reward, in a small way, 
the generosity of the employes in expend- 
ing their efforts in the past in furthering 
the company’s progress and in discharge 
of the moral responsibility a corporation 
owes to its community. In the historically 
short time of three days, we received a 
favorable ruling from the Commissioner. 

That ruling established a new precedent 
in tax law, namely, that payments by the 
company were proper deductions for tax 
purposes and the receipts by the employes 
were not taxable income. 


PROBLEMS AND RESPONSIBILITIES 
OF THE CONTROLLER 

At the Norton Company, the controller 
is held responsible for the preservation of 
the assets and the maintenance of the 
profits of the company. Therefore, it is his 
responsibility to ascertain, in co-operation 
with the insurance department, that proper 
coverage is maintained in all insurance 
contracts. It is particularly important, in 
view of the complicated computation and 
the accounting involved, that his organ- 
ization prepare the use and occupancy 
coverage. 

One of the first requests of the adjuster 
was to see and talk to the controller. After 
an inspection of the damaged property, 
the adjuster asked about the accounting 
procedures adopted to record the losses 
sustained under the insurance contracts. 
These must be established to his satisfac- 
tion, keeping in mind the possibility of a 
subsequent audit and review. The account- 
ing procedures must meet the requirements 
of the claim to be filed and must simplify 
the preparation of such claim. 

One of the first lessons to be learned 
is to establish accounts and accounting 
procedures relative to disaster losses now 
for possible future use. It is much easier 
and a better job can be accomplished un- 
der normal conditions than can be attained 
during the pressure and confusion of a 
disaster. 

The controller should assume the re- 
sponsibility for the preparation of all 
claims and their negotiation as most 
claims are based on accounting facts. 

We would like to recommend that you 
adopt a strict rule that none of your per- 
sonnel make speeches or talk to outsiders 
with reference to any matters connected 
with your negotiations or claims. Such 
information to outsiders may embarrass 
your proceedings. 














“It's an honor, Parker. We only let our 


best salesmen open up new territory 


TYPE OF INSURANCE POLICY 

In connection with property damage, 
our policy was fire coverage, extended to 
include wind, smoke, riot, etc. As stated, 
we were fortunate that the damaged prop- 
erty was a new building and depreciated 
replacement value was not a factor. Since 
that experience, we have added an en- 
dorsement covering repair and_ replace- 
ment up to the full value. 

It is difficult on some items to segregate 
between property loss and use and occu- 
pancy claims. There is an interrelation 
between the two claims and one can be in- 
creased at the expense of the other. For 
example, the speed of the restoration of 
the assets may affect the amount of the use 
and occ upancy claim. We recommend that 
both types of insurance be carried with the 
same insurance company or group of com- 
panies. 


RELATIONS WITH 
INSURANCE ADJUSTER 

One of the first considerations in con- 
nection with a loss is an appraisal of the 
damage by the insurance adjuster. The 
adjuster should be accompanied by the 
plants engineer or his designated repre- 
sentative, the outside contractor and a 
representative of the controller's organiza- 
tion or the insurance department. After 
such a preliminary appraisal, joint sessions 
must be held and a mutual agreement 
reached as to the methods and procedures 
in connection with the restoration of the 
property. We found it desirable to keep 
accurate records of such meetings and 
compile suitable minutes which were de- 
livered to all members present. Such min- 
utes must be signed by all members to 
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prevent disagreements in the future as to 
the decisions reached at the meetings and 
the policies adopted. 


POLICY AGREEMENTS 

WITH INSURANCE REPRESENTATIVES 
It is important at the outset that an 

agreement be reached with the insurance 

adjuster on certain basic policy matters, 

some of which might be listed as follows: 


1. Extent of the damage and the neces- 
sary restoration. 

2. If an outside contractor, whether 
a fixed fee, cost plus a fixed fee and the 
amount of the fixed fee, or the method of 
computation. 

3. If work is to be performed by the 
insured, the various rates of overhead ap- 
plicable. 

4. The amount of the subcontractor’s 
fees and the fixed fee rate applicable to 
the prime contractor, based on the sub- 
contractor s costs. 

5. As the time element is an important 
factor for both the insured and the insur- 
ance company, decisions must be made as 
to the portions of the damaged property 
that must be contracted for on a cost plus 
basis and the portions of the damaged 
property that can be held up for competi- 
tive bids. (This problem is illustrative of 
the advisability of having all insurance in 
one company. ) 

6. Decisions must be made as to what 
portion of the damaged property the in- 
surance company will reimburse for over- 
time premium pay and on what portion 
for straight pay only. Care must be exer- 
cised in this matter. You cannot assume 
that the insurance company will pay the 
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overtime which you deem advisable. Se- 
cure an agreement prior to the authoriza- 
tion of any overtime premium pay for the 
contractor, subcontractor or employes of 
the insured. 

7. It is important that the proposed 
audit procedures be reviewed with the 
insurance adjuster. The insurance company 
will depend on the insured for protection 
against loose accounting and cost-keep- 
ing on the part of the prime contrac- 
tor. The pay roll and accounting pro- 
cedures of the prime contractor should be 
reviewed and submitted to the insurance 
adjuster for approval. Invoices of the 
prime and subcontractor should be sub- 
mitted to the plants engineering depart- 
ment for review as to the need, type and 
quality of materials. The invoices should 
be reviewed by the purchasing depart- 
ment for price approval. 

8. An agreement should be reached 
with the insurance company as to internal 
accounting procedures and the method of 
collecting data which will be the basis 
for your claim. The data needed to be 
filed with the claim includes pay roll, time 
cards, invoices, etc. Should you assign a 
separate account for the collection of data 
for prime and subcontractors, and another 
account for work being performed by your 
own employes? Does the insurance com- 
pany want a segregation of costs as be- 
tween buildings and equipment? These 
are some of the questions you must an- 
swer. You must plan to establish your 
accounting procedures in accordance with 
the requirements and desires of the in- 
surance company. You must also reach 
an agreement as to the method of billing 
the insurance company, whether on a 
weekly, monthly or on some other mu- 
tually agreeable basis. 

If your policy does not include repair 
and replacement at full cost, agreements 
must be reached with the insurance ad- 


juster relative to insurance payments on 
the depreciated property that must be 
restored. Book values should not be used 
as a basis for determining the allowable 
insurance payments as the result of dam- 
age. The insurance adjuster should use 
indices such as replacement costs, remain- 
ing service life of the building, etc. The 
insurance adjuster will bring into this 
problem the type of building, its age, his 
own appraisal of the condition of the 
building prior to the damage, which may 
be in the form of reports from the insur- 
ance company. 

The proper control over the restoration 
of the facilities in harmony with the in- 
surance adjuster can pay dividends in the 
form of a smoother processing of the use 
and occupancy claim. 


NEED FOR APPRAISAL COMPANY 

It is advisable, in our opinion, to have 
a survey of the damage by competent and 
experienced outside engineers who may 
ascertain damages which might be over- 
looked by your own engineers as well as 
establish the depreciated replacement value 
of the buildings and equipment. One of 
the most important considerations such 
a survey will develop is the hidden losses. 
While such losses may not be reimbursable 
by the insurance company under any 
claims, a distinct loss is sustained. For ex- 
ample, a brand new piece of equipment 
may be damaged and certain parts are 
repaired. Such repairs will return the ma- 
chine to first class condition and the in- 
surance company will pay for such restora- 
tion although the life of the equipment 
has been reduced. This, in our opinion, 
is a hidden loss. We would not recom- 
mend that the outside engineers represent 
you as negotiators as the introduction of 
outside people may disturb the cordial 
relations with the insurance adjusters. 





“Our cardinal rule is clarity, Jamison! 
Into what lake?” 
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NATURE OF USE AND 
OCCUPANCY INSURANCE 

Use and occupancy, or business inter- 
ruption insurance, as distinguished from 
property damage, pays for the loss due to 
loss of use of production facilities. It is 
because the actual measurement of the 
loss is based on so many intangibles that 
the controller and his organization are 
called in to interpret and guide in the 
processing and settlement of a disaster 
claim. The accounting requirements ex- 
ceed those that are available to the depart- 
ment or officer responsible for insurance 
in most companies. The settlement of such 
a claim involves the economics of running 
your business. 

The yardstick for measurement of the 
loss is the sales value of lost production 
which necessarily implies the determina- 
tion of what would have been produced 
had there been no loss. In the course of 
that determination we are confronted with 
the various intangibles that surround 
such a claim. 


PROCESSING OF THE CLAIM 
The claim will break down into three 
major sections: 


1. A determination of the profits lost 
on loss of production during the inter- 
ruptible period. 

2. The unabsorbed fixed charges as a 
result of the interruptible period. 

3. Extraordinary expenses incurred to 
maintain partial production during the in- 
terruption. 


It is extremely important that these 
three elements be integrated in such a 
manner that if you, as a policy holder, fail 
to collect Element #3, which is unusual 
expenses, then you logically collect it on 
another element, such as the profits on lost 
production. 

In considering the contract which you 
have with the insurance company you will 
no doubt remember the computation sheet 
which you used in the development of 
the coverage. That computation sheet will 
tell you that the insurance company will 
pay for the sales value of lost production 
and, therefore, on your computation sheet 
you first determine the sales value of pro- 
duction. From this figure is deducted the 
items considered to be nonrecurring, such 
as the cost of materials and supplies, or- 
dinary pay roll, which does not include 
the wages of anyone who must be retained 
during interruption, compensation insur- 
ance on that ordinary pay roll, social se- 
curity and unemployment insurance taxes 
on that pay roll, and a portion of the light, 
heat, and power. From that calculation is 
determined the gross use and occupancy 
value, and under the semiannual report- 
ing plan, a 100% coverage can be ob- 
tained for an 80% premium. The semi- 
annual reporting plan also keeps the use 
and occupancy value current. The ordinary 

(Continued on page 28) 
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How big do we have to be 


in order to use electronics? 


How can we find out 


whether electronics fit our business? 


Who should be on the staff 


of an electronics investigating team? 


Do punch card personnel make 
good electronics men? 


Must we centralize operations 
to use electronic equipment? 


What low-cost electronic 


machines are available? 


Which firms in our industry 


have electronic installations in use? 







will answer your 
questions about 


lectronies 
or the 
office 








LaTE Last OcToser, the Systems 
and Procedures Association of 
America held a three-day manage- 
ment conference. This was no meet- 
ing of “long hairs.” Although the 
speakers and seminar leaders formed 
one of the best panels of manage- 
- ment experts ever convened, their 
approach was completely “practical.” For example, 
this was the agenda for the electronics section of the 
program: 





} Electronic Accounting Machine Developments 
»} Approach to the Automatic Office 

.) Preparing Students for the Automatic Office 

) Planning for the Automatic Office 

} Preparing for Electronic Data-Processing 

» Applying Electronics to an Inventory Problem 
» Seminar: Orientation in Electronics 

§ Seminar: Initiating an Electronics Program 

» Seminar: Using Present Electronic Equipment 
} Seminar: Inventory Mechanization 





AVAILABLE IN BOOK FORM 

The entire Proceedings were transcribed and are now 
being published as a deluxe, hard-bound book called 
WORKSHOP FOR MANAGEMENT. It’s a big book 
— beautifully designed and printed on fine paper. The 
text and illustrations run approximately 400 pages. 

A limited number of copies are available at $19.00 
each. The book is offered with a “look first” guarantee. 
You will be billed only after you have received your 
copy and are satisfied with its contents. To be assured 
of a copy, order today. 


MANAGEMENT MAGAZINES, INC., 
“Room 104, 141 East 44th St., New York 17, N. Y. 


Please send me WORKSHOP FOR MANAGEMENT. | will remit $19.00 
within five days or return the book. 


Bill me [) Bill my company [] 


Name 





Title 





Company. 





Street 





City and State 
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Depreciation Policy 


Paul A. Reck 


HE NEW REVENUE CODE OF 1954 gives 
Tithe taxpayer greater freedom in the se- 
lection of depreciation methods than has 
ever existed before. With this new free- 
dom, the taxpayer now has a greater bur- 
den thrust upon him to make the wisest 
choice of method to fit his particular situ- 
ation. 


BASIC CHANGES IN NEW LAW 

The new law permits the Commissioner 
of Internal Revenue to accept various de- 
preciation methods as long as they are 
‘reasonable.’ The term is defined to the 
extent that certain allowable methods are 
given and limitations of other undefined 
methods are indicated. 

Depreciation methods recognized under 
the former Code have been carried for- 
ward to the new one and may be contin- 
ued in use. Depreciation is still computed 
on the basis of original cost to the taxpayer 
or other basis of property with respect to 
which the allowance is made. The kinds of 
property for which depreciation is allow- 
able remain the same under the new law. 
There is also no change in classes of tax- 
payers entitled to depreciation. 

The basic changes of the new law per- 
tain to liberalized depreciation allowances, 
which permit larger deductions for depre- 
ciation in earlier years of an asset's useful 
life and smaller deductions later on. These 
are described more fully below. 





under the 1954 Revenue Code 


DEPRECIATION BY AGREEMENT 

The new law also provides that written 
agreements can now be entered into be- 
tween the Treasury Department and the 
taxpayer to fix the useful life and depreci- 
ation rates of assets. Although this was ad- 
ministratively possible under the prior 
law this procedure has been inserted into 
the new Act making it possible for all tax- 
payers to resort to this provision. These 
agreements can be overturned only by 
showing facts and plans which were not 
taken into account when the agreement 
was made. Whichever party wants a 
change has the burden of proving the 
changed facts. 


METHODS OF DEPRECIATION 
The new Revenue Code allows 

1. STRAIGHT-LINE DEPRECIATION as un- 
der the previous law, which permits the 
full amount of a capital investment or 
the difference between cost and scrap 
value to be written off evenly over the 
useful life of the assets. 

2. DECLINING-BALANCE DEPRECIATION, 
which uses a rate not in excess of 200% 
of the straight-line rate instead of the 
former limitation of 150%. This uni- 
form percentage is applied annually to 
the unrecovered basis of the property 
without regard to salvage value. Under 
this method the dollar amount of de- 
preciation deduction starts off high and 


PAUL A. RECK, assistant treasurer of Sperry Gyroscope 
Company, a division of the Sperry Corporation, Great Neck, 
N. Y., has been with the company since 1940. Formerly as- 
sistant comptroller, he has had numerous administrative 
responsibilities including the tax, insurance, accounting 
procedures and emergency facilities contracts depart- 
ments. A CPA, he served with various public accounting 
firms prior to joining Sperry. He is a member of Control- 
lers Institute of America and is now serving as vice chair- 
man of its National Committee on State and Local Taxation. 


TE eS JANUARY 1955 





diminishes each year. The result is that 
approximately 40% of the cost of an 
asset would be written off in the first 
quarter of its service life, and 2/3 in 
the first half of its life. At the end of 
the useful life, however, an unrecov- 
ered cost amounting to approximately 
10 to 13% is left which is considered 
to represent the salvage value of the 
asset. This remaining balance can be 
recovered by abandoning the asset as 
worthless, by disposal or by switching 
to the straight-line method of depreci- 
ation at any time during the useful life 
of the asset. Under the latter method 
the remaining undepreciated cost of the 
asset at the time of switch-over is spread 
over the remaining life of the asset in 
equal amounts each year. 


. SUM-OF-THE-DIGITS METHOD, a varia- 


tion of the declining-balance method, 
which is applied by using a fraction of 
original cost or the difference between 
cost and scrap value each year for the 
depreciation deduction. The denomina- 
tor, which remains constant, is com- 
puted by adding together the numbers 
of all the years of the useful life of the 
asset; e.g., 6 year life: 1 +2434 
4+5+6=21. The numerator is 
the number of years of useful life re- 
maining, including the year for which 
the deduction is being taken; e.g., 6/21 
for the first year, 5/21 for the second 
year, and so on down to 1/21 for the 
last or the 6th year. This method gives 
almost as high a deduction as the de- 
clining-balance method in the early 
years and although the deductions di- 
minish each year it does allow the tax- 
payer to write off 100% of the cost over 
the useful life. Once the election of this 
method is made it is binding and no 
change can be made without the con- 
sent of the Commissioner. 


i. ANY OTHER METHOD (e.g., unit of 


production or combination of straight- 
line rates) as long as it is consistently 
applied and, at no time during the first 
2/3 of the useful life, is the cumulative 
amount of cost recovery greater than it 
would have been if the declining-bal- 
ance method had been used. 
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COMPARATIVE SCHEDULE OF DEPRECIATION METHODS UNDER 1954 REVENUE CODE 
BASED ON PERCENTAGES OF ORIGINAL COST OF ASSET HAVING 16-YEAR LIFE 


Straight-Line Method 


Year of sey ene tienen RAS aeteltae 
Useful Annual Cumulative Remaining 

Life Deduction Recovery Balance 
(1) (2) (3) (4) 

1 6.25% 6.25% 100.00% 

2 6.25 12.50 87.50 

3 6.25 18.75 76.56 

4 6.25 25.00 66.99 

5 6.25 33.25 58.62 

6 6.25 37.50 51.29 

7 6.25 43.75 44.88 

8 6.25 50.00 39.27 

9 6.25 56.25 34.36 
10 6.25 62.50 30.06 
1 6.25 68.75 26.31 
12 6.25 75.00 23.02 
13 6.25 81.25 20.14 
14 6.25 87.50 17.62 
15 6.25 93.75 15.42 
16 6.25 100.00 13.49 


Declining-Balance Method 


Note: All figures are stated in terms of percentages of original cost except those in columns 1, 


ASSETS COMING UNDER NEW RULES 
The new declining-balance and sum-of- 
the-digits methods apply to only 


1. New (not used) tangible property 
acquired after December 31, 1953, the 
original use of which commences with 
the taxpayer, and 

. Property constructed or reconstructed 
by the taxpayer after 1953, but only to 
that part of the cost attributable to work 
done after December 31, 1953, pro- 
vided 

3. Property has a useful life of three years 

or more. 


bo 


Therefore, depreciation methods al- 
lowed under the old Jaw continue with re- 
spect to all property acquired or con- 
structed prior to January 1, 1954 as well 
as to purchases of used equipment after 
1953. The use of the new methods on 
“new” property is at the option of the tax- 
payer and is not mandatory. 


COMPARISON OF THE 
THREE METHODS 

The methods are best illustrated by re- 
ferring to the comparative Schedule I 
showing the annual deduction and cumu- 
lative recovery which would be available 
under the straight-line, declining-balance, 
and sum-of-the-digits methods. The illus- 
trative table is based on an asset having a 
16 year useful life. 

Schedule II sets forth the length of time 
it would take to recover half the cost of 
assets with various useful lives under the 
new methods. 

It should be noted that the declining- 
balance method provides for a faster re- 
covery of cost for the first two years as 
compared with the sum-of-the-digits 





THE CONTROLLER 


Sum-of-the-Digits Method 


Annual Annual Cumulative Annual Annual Cumulative 
Rate Deduction Recover) Cost Fraction Deduction Recover) 
(5) (6) (7) (8) (9) (10) (11) 

12.5% 25 % 12.5 % 100.00% 16/136 11.765% 11.765% 
12.5 10.937 23.437 100.00 15/136 11.029 22.794 
12.5 9.570 33.007 100.00 14/136 10.294 33.088 
12.5 8.374 41.381 100.00 13/136 9.559 42.647 
25 7.327 48.709 100.00 12/136 8.823 51.471 
12.5 6.411 55.120 100.00 11/136 8.088 59.559 
12.5 5.610 60.730 100.00 10/136 7.353 66.912 
12.5 4.909 65.639 100.00 9/136 6.618 73.529 
12.5 4.295 69.934 100.00 8/136 5.882 79.412 
5 3.757 73.691 100.00 7/136 5.147 84.559 
12.5 3.289 76.980 100.00 6/136 4.412 88.970 
12.5 2.877 79.857 100.00 5/136 3.676 92.647 
125 2.517 82.375 100.00 4/136 2.941 95.588 
12.5 2.202 84.577 100.00 3/136 2.206 97.794 
12.5 1.927 86.505 100.00 2/136 1.471 99.265 
12.5 1.686 88.191 100.00 1/136 735 100.000 
5 and 9. 
+ e e 2 + on . 7 e - +. oe e e e e e s e e . e 


method but that by the end of the third 
year the cumulative cost recovery is ap- 
proximately the same. After the third year 
the percentages of recovery under the sum- 
of-the-digits method exceed those allowed 
by the declining-balance method so that by 
the end of one-half of the useful life of the 
asset 14 of cost is recovered under the 
straight-line method, about 2/3 under the 
declining-balance method and about 3, 
under the sum-of-the-digits method. 


CLASSES OF PROPERTY 

As long as a taxpayer qualifies he is not 
limited to using any one depreciation 
method. Different methods can be used for 
different properties and different classes of 
property as long as the method is consist- 
ently applied. Thus, a taxpayer could use 
the declining-balance method for a factory 


building, sum-of-the-digits method for 
certain types of machinery and another 
method for other types of equipment. Ap- 
parently, the taxpayer has wide latitude in 
this respect. Moreover, the election to use 
the new methods allowed under the 1954 
Code is not binding with respect to acqui- 
sitions of similar properties in subsequent 
years. 


STRAIGHT-LINE DEPRECIATION 
FACTORS TO CONSIDER 
Before adopting an accelerated depreci- 
ation method the following points regard- 
ing the straight-line method should be 
considered: 
1. The method has ease of calculation. 
2. The depreciation allowance is the same 
each year and consequently the deduc- 
tion would be worth more in periods 


SCHEDULE Il 


SCHEDULE SHOWING TIME REQUIRED TO RECOVER ONE-HALF COST OF 
ASSETS WITH VARIOUS USEFUL LIVES UNDER NEW DEPRECIATION 
METHODS ALLOWED BY 1954 REVENUE CODE 


Year When 50% of Cost is Recovered 


Years of Life 


Declining-Balance 


Sum-of-the-Digits 


Expectancy Method Method 
3 1 1 
4 1 2 
5 2 
6 2 2 
7 2 2 
8 3 3 
9 3 3 
10 3 3 
15 5 5 
20 7 6 
25 ? 8 
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of rising tax rates than if the taxpayer 

were at the point where smaller 
amounts would be allowable under the 
declining-balance or sum-of-the-digits 
methods. 

3. Assuming other factors to remain con- 
stant, straight-line depreciation is desir- 
able where a company wants to show 
steady earnings. 

4. This method may also have advantages 
where compensation plans dependent 
on profits are involved because of its 
steadying effect on earnings. If depreci- 
ation is a large factor in determining 
profits, level earnings may also be de- 
sirable to keep the company’s contribu- 
tion to a profit-sharing plan fairly 
steady. 


DECLINING-BALANCE METHOD VS. 
SUM-OF-THE-DIGITS METHOD 

It has already been pointed out that the 
declining-balance method does not give 
full recovery of cost unless an ordinary loss 
deduction is taken at the end of the asset 
life or unless the taxpayer switches over to 
straight-line depreciation to make sure he 
recovers the full cost. Assuming full cost 
recovery, in any event, the main difference 
between the declining-balance and sum- 
of-the-digits methods in earlier years is the 
rate of recovery. As reflected in Schedule 
I, the cumulative recovery under the de- 
clining-balance method is greater in the 
first two years, the same the third year, and 
thereafter smaller than under the sum-of- 
the-digits method. Therefore, if the tax- 
payer elects to use one of these methods, 
the declining-balance method would be 
chosen only if the highest possible recov- 
ery of cost in the first two years is a para- 
mount consideration. Thereafter the sum- 
of-the-digits method will always give a 
substantially greater recovery of cost. 
Where long-lived assets are involved, the 
declining-balance method of depreciation 
is not so beneficial as it is in the case of 
short-lived assets. 





Other advantages of accelerated depre- 





ciation methods are as follows: 


ile 


A) 


In the first half life the sum-of-the- 
digits method gives greater deductions 
than the straight-line method. In the 
last half life the straight-line method 
yields exactly the same advantage but 
in reverse order. If the taxpayer takes 
the in-pocket saving afforded by the 
sum-of-the-digits method and invests 
it, say, at compound interest, a net gain 
over the straight-line method would be 
made because of the greater period of 
compounding. 


. The new methods will undoubtedly 


make it advisable to buy new rather 
than used depreciable assets. On the 
other hand, as the value of new assets 
goes up, the value of old assets will go 
down with a probable consequent drop 
in the turnover price of used equip- 
ment. Economies may therefore be pos- 
sible in purchases of used property. 


. A faster recovery of capital investment 


will be experienced which may make it 
possible to resort to short-term borrow- 
ings rather than to long-term financing. 
Financing costs should therefore be 
less. 


. Increased recovery of capital invest- 


ment will now make it advantageous to 
replace equipment earlier since accel- 
erated depreciation will now tend to 
equalize depreciation plus repair de- 
ductions, due to the fact repairs gener- 
ally run higher in later years. 


. They may permit a depreciation deduc- 


tion to match or exceed mortgage 
amortization payments. 


. Perhaps the most important opportu- 


nity the new law will permit is the con- 
version of ordinary income to capital 
gains. This will be possible if the rate 
of write-off is greater than the loss of 
value of the property. For example, if 
50% of the cost of an asset is recov- 
ered in the first third of its life but the 
sales value at that time is 60% of cost, 























“I’m going to prescribe light exercise. Get rid of 
that car of yours—get one without power steering, 
power brakes, electric windows, automatic shift . . .” 
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the 10% difference can be used to con- 
vert ordinary income at, say, a 50% 
tax rate to a capital gain at the 25% 
capital gain rate. 


Aside from the failure of the declining- 
balance method to permit full recovery of 
cost, other disadvantages of accelerated 
depreciation methods are: 


1. In the event of an early re-enactment 
of an excess profits tax law, base period 
earnings would have been reduced and 
lower allowances would be deductible 
in excess profits tax years. 

2. An increase in tax rates could also work 
to the disadvantage of the taxpayer at a 
time when depreciation allowances are 
low. 

3. With respect to the declining-balance 
method the taxpayer maintaining assets 
by composite or classified accounts will 
also have to maintain them by year of 
acquisition in order to have sufficient 
information to determine (a) the year 
in which the last survivor of a given 
year’s acquisitions is retired and (b) 
the unrecovered cost of that year’s ac- 
quisitions. 

. The sum-of-the-digits method raises a 
host of new problems regarding ac- 
counting and record-keeping require- 
ments. The method works well with 
single items, but in multiple-item ac- 
counts is difficult to maintain because 
where items are constantly being added 
to the account, a changing rate applied 
to a fixed cost is introduced which al- 
ters with each addition unless the com- 
posite account is kept by year of acqui- 
sition. 

Another problem is presented where 
the costs of normal retirements are re- 
moved from composite accounts and 
charged to depreciation reserves. This 
will result in a loss of depreciation un- 
less the proposed Treasury regulations 
are modified to provide for a different 
method of treating retirements. 

In addition, a problem is presented 
in computing depreciation under this 
method on an asset held for only a por- 
tion of the year, namely that each year’s 
depreciation allowance must be allo- 
cated between taxable years involved; 
i.e., if an asset was purchased on April 
1, then 9/12 of the annual depreciation 
would be allocated to one year and 
3/12 would be carried over to the next 
year, etc. This results in multiple cal- 
culations. 


a 


SELECTION OF METHOD 
In conclusion selection of the acceler- 
ated depreciation method is made difficult 
by many significant questions which re- 
main open. Immediate tax advantages 
should not be the sole criteria for decision. 
Current business needs, the company’s fu- 
ture trend, as well as economic conditions 
in general should be considered. 
(Continued on page 48) 
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Wattonal Accounting Machines save us $54,000 a year... 


return 120% annually on our investment!”’ 


“We purchased our first National Account- 
ing Machines 27 years ago. Their versatility 
and dependable service made it profitable 
for us to expand our use of Nationals as 
time went on and new models were 
developed. 

“We now use National Accounting Ma- 
chines for Accounts Receivable, Accounts 
Payable, Payroll, Labor Distribution, and 
General Ledger Posting, as well as a variety 
of accounting reports. 

“We estimate that our Nationals (which 


New Snorkel Pen 
ends dunk filling 





—W. A. SHEAFFER PEN CO., Fort Madison, lowa 


cost $44,000) save us $54,000 a year. Thus 
savings repay the entire cost every 10 
months—an annual return of 120% on our 
investment. 

“Ease of operation and dependability of 
National equipment provide additional sav- 
ings in employee satisfaction, and minimum 
down-time.” 





Vice President & Treasurer 


THE NATIONAL CASH REGISTER COMPANY, pvayron 9, oun10 


949 OFFICES IN 94 COUNTRIES 


will be happier. 





In your business, too, National 
machines will pay for themselves 
with the money they save, then 
continue savings as annual profit. 
Your nearby National man will 
gladly show how much you can 
save—and why your operators 
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Arch Patton 


theses YEARS AGO a large manufacturer an- 
nounced the election of a sales vice 
president. The newspaper story recounted 
in detail the new officer’s previous ex- 
perience with the company, and his climb 
from field salesman to vice president. 

What the announcement did not state was 

that this was the third sales head chosen 

by this company in six years. Nor did it 
point out that each of these vice presidents 

had worked for the company at least 15 

years before his appointment to the top 

sales job. A third essential omitted from 
the newspaper story was that the two pre- 
vious incumbents had been fired. 

When all the facts in this case are added 
up, the implication that top management 
exercised poor judgment is hard to escape: 
—The third man, elected two years ago, 

has revitalized the sales organization 

and sharply increased volume. 

—Yet this same man was passed over 
twice for the job he has handled so 
well, and was finally given a chance al- 
most in desperation. 

A logical question, therefore, is why 
did top management, after 15 years’ ex- 
perience with these men, fail to evalu- 
ate correctly their relative effectiveness ? 
There is rarely any ove answer to such a 
question. In this instance, however, an im- 
portant contributing factor was the presi- 
dent’s unwillingness to judge an execu- 
tive’s effectiveness on the basis of his rec- 
ord with the company. Instead, he relied 
on hunches when faced with promotion 
decisions. 





THE CONTROLLER.............. 


How Effective is an Executive? 


The problem of selecting the right ex- 
ecutive for a job is one of the most diffi- 
cult facing top management. It is seldom 
simple, and errors are to be expected. Yet 
even a casual study of the pre-election rec- 
ord of each of these sales vice presidents 
clearly shows the superior leadership qual- 
ities and aggressiveness of the third ap- 
pointee. However, the president chose to 
ignore the facts. He made his decision on 
what he thought of the men rather than 
what they had accomplished. The failure 
of his unsupported judgment set the com- 
pany back at least five years, in the opinion 
of its bankers. 


BEHIND THE FACTUAL 
APPRAISAL APPROACH 

All companies at one time or another 
have some variation of the executive ap- 
praisal problem so badly fumbled by this 
concern. A number are seeking to solve it 
by finding a more scientific basis for judg- 
ing executive performance than unvar- 
nished opinion. Several report increasing 
hope of hitting pay dirt in this search. 

The judging of executive performance 
on something more objective than per- 
sonal opinion has been an illusive will-o’- 
the-wisp. From time to time in the past, 
management has attempted to establish 
some factual basis for measuring indi- 
vidual performance, but with conspicuous 
lack of success. 

There have been many reasons for the 
failure of these pioneering attempts. One 
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ing firm of McKinsey & Company, New York, is familiar to 
readers of THE CONTROLLER through his previous article in 
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rected the original American Management Survey on execu- 
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of the most important prior to World War 
II was the fact that the average company’s 
accounting system was not set up to meas- 
ure operating results attained by func- 
tional executives. It might be said that pre- 
war accounting was more interested in re- 
cording results than assigning responsi- 
bility for these results. The widespread 
adoption of standard costing, however, 
with its emphasis on controls at major re- 
sponsibility centers, has made it possible 
to establish functional goals, and provide 
some measure of the effectiveness of func- 
tional executives in attaining these goals. 
In other words, this budget vs. actual ac- 
counting technique provided performance 
yardsticks where none existed before. 

Another critical stumbling block was 
the war and postwar period itself, with its 
almost total lack of competition. As these 
increasingly relaxing years ticked by, and 
the pressure of competition steadily eased, 
executive performance standards tended to 
sag. The need for a high level of perform- 
ance was dulled, and there were few press- 
ing reasons to distinguish between capable 
and weak executives. Indeed, the growing 
shortage of executive talent provided an 
impressive argument to play along with 
those executives at hand, because of the 
difficulty in finding replacements. There- 
fore, since appraising executive perform- 
ance is one of the most difficult and pain- 
ful tasks of management, the absence of a 
real need virtually eliminated the effort. 
After all, it is not easy to choose between 
“the men and the boys’’—particularly 
when the boys are old friends! 

The storm signals raised by the evi- 
dences of the rising competitive tide have 
caused many alert managements to re-ex- 
amine the methods used to judge the 
quality of their executive personnel. This, 
in turn, has resulted in restudying the pos- 
sibility of developing a basis for factual 
executive performance appraisals, 

A second underlying cause of current 
efforts in this direction is the growing use 
of executive incentive compensation by in- 
dustry. The latest compensation survey by 
the American Management Association 
shows that 783 out of 1,868 companies 
studied have executive bonus plans. This 
means that four out of ten companies face 
the problem of making individual bonus 
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decisions on a sufficiently realistic basis to 
convince executives of their fairness. 

This need to de-emphasize the person- 
ality element in bonus decisions—as in 
promotion decisions—is becoming in- 
creasingly understood by management. A 
study made of a large number of bonus 
plans indicated that one of the key ele- 
ments in a successful plan is the extent to 
which operating executives believe that 
their individual contributions to company 
profit controls the size of their bonus. This 
means ‘‘incentive” plans fail to provide in- 
centive unless top management’s bonus de- 
cisions offer convincing evidence to the 
executive group that profit producers are 
rewarded and poor performers penalized. 
When bonuses are awarded indiscrimi- 
nately—as a per cent of salary, for ex- 
ample—the incentive value of a plan is 
soon compromised, for executives realize 
that something other than performance is 
being rewarded. 

There appears to be still another factor 
in the mounting interest in factually ap- 
praising executive performance: the grow- 
ing inflexibility in top management’s 
ability to reward executive effort. High 
personal taxes shrink the take-home value 
of cash income and the rapidly increasing 
fringe benefits—pension, insurance, and 
deferred compensation of all sorts—re- 
duce the proportion of total company in- 
come that can be used to provide direct 
executive incentive. In other words, a more 
effective use of funds available to motivate 
the executive group is rapidly becoming a 
necessity, and better appraisal of executive 
profit contribution assists in attaining this 
objective. 

However, the gulf between the interest 
of management in finding a factual basis 
for appraising executive performance and 
the practical results attained to date is a 
wide one. It is probably a fair statement 
that current efforts have been largely ex- 
ploratory but there is solid evidence that a 
number of companies have found an ap- 
proach to the problem that appears to offer 
promise. This article will summarize prob- 
lem areas uncovered by a number of these 
continuing efforts to establish a factual 
basis for measuring executive perform- 
ance. It will also explore approaches to the 
problem that appear to have a better than 
average chance of success. 


WHAT TO APPRAISE? 

In effect, an appraisal of executive per- 
formance between the various functions of 
management is like comparing apples and 
peaches. Thus it becomes critically impor- 
tant to establish beforehand what common 
quality is to be measured. 

The common thread that runs through 
all functions of a business, hence all ex- 
ecutive positions, is the contribution each 
makes to the short- and long-term profit of 
the enterprise. It is not the well-being of 
employes, or the reputation of the execu- 
tive or company, and it is not the national 


welfare—except as these contribute to 
company profits. It is net income. Without 
profit as the major goal, business loses 
much of its driving force. 

Essentially, profit contribution at the 
executive level has two major components: 

1. Leadership: involving the setting of 
high goals, and providing the inspiration 
essential to attain them 

2. Decision: involving decisions as to 
policies, operational changes (prices, 
product, etc.) and the selection and ad- 
vancement of executives. 

This means that any measurement of ex- 
ecutive profit performance will be in terms 
of leadership exercised and accepted re- 
sponsibility for decisions. (The “accepted” 
qualification is usually worth while. Many 
an executive has nominal responsibility 





that is actually exercised by someone else, 
frequently at a higher level.) 

It is at this point that many companies 
have gone astray in their attempts to ap- 
praise executive performance, Recognizing 
the importance of leadership, they built 
their appraisals around the essentially in- 
tangible elements involved in leadership. 
Frequently, an appraisal form will have a 
list of questions bearing on such factors as 
the executive's initiative, cooperation with 
others, reliability, stability, effectiveness 
with subordinates, application of intelli- 
gence, etc. All are elements in leadership, 
to be sure, but they provide little oppor- 
tunity for factual judgment. 

Indeed, they lend themselves to snap 
judgment. There is the case of a president 

(Continued on page 40) 





WHEN IS A COMPANY WELL RUN? 

A well-managed company today is concerned with far 
more problems than simply making a profit, Time, The 
Weekly Newsmagazine, says in a business essay in the 
September 20 issue. 

“A well-run company, in addition to making a profit, 
must also maintain good relations with labor, customers, 
stockholders and the communities in which it has plants. It 
must develop new products and carry on a research program; 
it has to assure itself of a continuing market for its products 
and of a pool of trained executive talent. 

“In short, a company needs a clear policy and a plan for 
the future. It not only has to know where it is going, but it 
must define its goals so that its executives can see them 
clearly.’ 

At one time, the year-end profit sheet was the only yard- 
stick. Now the profit picture is projected over a period of 
years, with short-range profits and dividends often sacri- 
ficed for long-range gains. Even large profits bring no com- 
placency to shrewd managers. The test is whether the com- 
pany’s profits are growing along with the industry trend. 

Among the giants that usually appear on the list of the 
most skillfully handled companies* are Jersey Standard, 
GM, General Mills, Procter & Gamble, du Pont, Eastman 
Kodak, and A.T.&T. Some of the small firms on the ‘“‘best- 
managed” list, says T7me, would include Neptune Meter 
Co., Harris-Seybold Co. (printing machinery), Torrington 
Manufacturing Co. (fans) and Smith, Kline & French 
(drugs). “In short, what management experts have found 
is that the same factors that make a small company successful 
also make a giant a success—and it is often the good small 
company that turns into a giant.” 

* RELATED READING—"348 Firms Named as ‘Excellently 
Managed’ in '53 in AIM Survey’—THE CONTROLLER, March 
1954, p. 125. “Manual of Excellent Managements’’—1954 Edi- 
tion, American Institute of Management, New York. (Reviewed 
in the July 1954 issue of THE CONTROLLER, pp. 332-3.) 
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Refusing Overtime Work 

Employes refusing to work overtime are engaged in a 
partial unprotected strike for which they may be dismissed, 
according to an administrative decision by NLRB general 
counsel. 


Recheck on Tax-Exempt Organizations 

The IRC will revise its four-year-old ‘‘master list’’ of tax- 
exempt organizations and IRS field offices will check upon 
organizations whose status is ‘‘questionable’”’ to determine 
whether they are still active and can qualify for exemption. 


“Quickie” Strikes Slowed Down 


Quickie strikes called before the termination date of a 
collective bargaining agreement should be less frequent in 
the future as a result of an NLRB decision. NLRB has ruled 
that provisions of T-H calling for a 60-day strike notice do 
not give unions the right to call strikes before the actual 
termination date of a contract, unless there is some provision 
in the contract which makes such a strike possible. If the 
strike notice is given less than 60 days before the termina- 
tion date, the provisions of the collective bargaining agree- 
ment continue in full force until the 60 days are up. 


Employers Subject to NLRA 

Another new series of standards for deciding if an em- 
ployer is subjected to NLRA have been established by NLRB 
in order to shrink the area of labor controversy with which 
NLRB will concern itself. New standards relate to retail 
stores, radio and television stations, newspapers, utility com- 
panies, interstate transit systems, national defense establish- 
ments, multi-state enterprises and service suppliers to inter- 
state companies. 


Executive Reserve for ODM 

ODM is developing a “pool” of some 300 executives who 
will sign contracts to be available for emergency duty in 
defense production. Based on the principle of the reserve 
officer groups of the Armed Services, the executives will be 
given periodic training in Washington. The executive, his 
employer and the Government will sign a three-way contract 
obligating the employer and the executive to make the ex- 
ecutive’s service available for any task ODM assigns him in 
event of war. 
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Federal Reserve Wins Policy Fight 

After two days of public hearings by the Economic Stabi- 
lization Subcommittee of the Joint Committee on the Eco- 
nomic Report, it appears that the concept of an independent 
Federal Reserve System, with broad freedom to influence 
the cost and supply of credit, will be continued. Prior to 
March 1951, the Fed was tied by wartime commitment to 
buy at face value all government securities offered by banks 
and other holders. At that time a ‘‘full-accord’’ agreement 
with the Treasury enabled it to buy and sell government 
securities to influence credit and thus, indirectly, general 
economic conditions. 


“Net Worth” Method for Tax Evaders Upheld 


In a recent decision, the Supreme Court has upheld the 
“net worth” method in which the Government uses as evi- 
dence of tax evasion the fact that the taxpayer's net worth 
has increased substantially more than would be possible 
under the income actually reported. At the same time, the 
High Court warned against abuse of this method which 
would penalize honest taxpayers who have kept sloppy 
books. , 


Bargaining With Unwanted Unions 

An employer, according to a unanimous Supreme Court 
ruling, is required to continue to bargain with the union even 
though it has been repudiated by a majority of his employes. 


“Phantom Orders” for Mobilization 

Thousands of manufacturers are being tagged as poten- 
tial prime contractors while other thousands are scheduled 
to turn out components in the event of another mobilization. 
The Pentagon is readying maintenance contracts to help eli- 
gible firms keep up government-owned tools and equip- 
ment while other manufacturers will get experimental con- 
tracts aimed at stepping up productivity if real contracts are 
ever placed. Some proposed contracts also would permit 
companies to keep nucleus groups of skilled workers and 
engineers on hand, ready for all-out war production with 
little delay. 


Last Minute Talks in Union Vote Barred 

The Supreme Court, by declining to review the case, left 
standing a circuit court of appeals decision that an employer's 
“anti-union” speeches on the eve of a representation elec- 
tion invalidated the election. The appeals court upheld an 
NLRB decision that the “‘last-minute timing’ denied the 
union an opportunity to reply and, therefore, ‘‘prevented a 
free and fair election.”’ 


Federal Files into Round File 

GSA has hired some records management firms to see if 
they can reduce the present files as well as slow down future 
accumulations. The three contracts already renegotiated will 
cost $204,500 but the firms involved claim they will be able 
to save the taxpayer at least ten times that much a year. Sched- 
uled to be studied by the firms are: “Paperwork practices” 
in government insurance agencies, the Bureau of Indian Af- 
fairs, and the VA. —BEN JAMIN R. MAKELA 
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Contracyclical Investments 


AN INDIVIDUAL FIRMS effectively time 

their investments to help moderate 
business booms and depressions ? Some of 
the nation’s leading economists answered 
“yes” at a conference of the Universities- 
National Bureau Committee for Economic 
Research. However others believed that the 
long-term advantages of investment regu- 
larization would not be enough to out- 
weigh the prospects of quick profit on 
boomtime outlays and the uncertain pros- 
pects of depression-timed investment. 

Specific ways in which individual firms 
can realize the advantages of contracyclical 
investment are evaluated in “Regulariza- 
tion of Business Investment,” the report 
on the conference issued by the National 
Bureau of Economic Research and pub- 
lished by Princeton University Press. 

Action to expand investments at a time 
when business contraction threatens is an 
important way to maintain economic sta- 
bility and provide for economic growth, 
according to Melvin G. de Chazeau, Cor- 
nell University, who was chairman of the 
conference. Regularization means, he said, 
that the individual firm will program, 
schedule, and execute capital outlays that 
are in the best interests of the firm with- 
out regard for the temporary state of the 
market. Investment regularization was not 
advocated by the conferees as a substitute 
for governmental contracyclical action, but 
as a supplement to it. 

De Chazeau believes that there is a good 
chance that contracyclical investment poli- 
cies may become an important safeguard 
against depression. On the basis of his 
study of the investment planning of a 
48-firm sample, he said there is a wide 
conviction among today’s managers that 


the so-called business cycle represents 
avoidable waste for which they may have 
some responsibility, rather than a natural 
phenomenon which they must weather as 
best they can. 


LARGE FIRMS STAND TO GAIN MOST 

Big firms, because of their special com- 
petitive position, stand to gain the most 
from initiating investment in times of 
business contraction and also often have 
the financial resources to make this possi- 
ble, the conferees said. De Chazeau re- 
minded that regular investment outlays are 
especially important for the large firm be- 
cause of its need to maintain an effective 
working organization; specialized know- 
how in research, engineering, or manage- 
ment; technological leadership ; consumer 
acceptance and the goodwill of distribu- 
tors; options on raw material or locational 
sites, etc. Customers must be assured of 
continuity of the product and_ service 
standards they have come to expect. Thus 
management must think of markets not 
merely in terms of months, but in terms 
of years. 

Large corporations, at least early in a 
depression, usually have the cash balances 
and other financial resources large enough 
to finance a substantial amount of contra- 
cyclical investment. “Large corporations 
accumulated substantial cash balances dur- 
ing the early 1930's,” said Neil H. Jacoby 
and J. Fred Weston in their study of finan- 
cial policies influencing regularization. 
“Taking multiplier effects into account, 
their use of an investment regularization 
policy might have gone some distance to- 
ward moderating the decline in business 
capital formation that occurred.” Both Ja- 
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coby and Weston were at the University 
of California at the time of the confer- 
ence; Dr. Jacoby is now a member of 
President Eisenhower's Council of Eco- 
nomic Advisers. 

Have large firms acted in the past as a 
stabilizing force in business investment ? 
“On the average,” said Millard Hastay of 
the National Bureau of Economic Re- 
search, “large firms make somewhat more 
than 60 per cent of business fixed capital 
expenditures.’ Analysis of the best avail- 
able estimates, Hastay said, indicates that 
“the fluctuations of investment by large 
firms are about as violent as the fluctua- 
tions of all manufacturing investment.” 

Management’s widespread preference 
for internal financing, Jacoby and Weston 
said, probably moderates investment dur- 
ing the boom. But the propensity to use 
equity financing and the aversion to debt 
clearly operate to destabilize the rate of in- 
vestment through the business cycle. Like- 
wise, the apparent insistence upon a higher 
marginal rate of return from new capital 
goods than that realized upon the firm’s 
present fixed assets—a short “payout” pe- 
riod—aggravates investment fluctuations. 


FINANCE AND BANKING 
DEVELOPMENTS AID INVESTMENT 
REGULARIZATION 

Jacoby and Weston believe that changes 
in our banking system since the 1930's 
provide substantial safeguards against a 
credit squeeze. They also point to rela- 
tively new lending devices like the pur- 
chase and lease-back arrangement offered 
by life insurance companies as a way of 
making investment easier in times of con- 
traction and to the increasing tendency 
to bulwark commercial bank credit by term 
and collateralized loans. 

But contracyclical changes in credit 
standards are clearly needed for a regular 
flow of investment over the business cycle, 
Jacoby and Weston said. ‘If commercial 
bank managements have firm assurance by 
the central bank authorities of their ability 
to procure Federal Reserve credit on a 
basis of fundamentally ‘sound’ loans, and 
if they act on this premise, they will be 
enabled to apply more lenient credit stand- 
ards during cyclical depressions than they 
apply during years of high activity. 

Another important step toward invest- 
ment regularization, Jacoby and Weston 
said, would be more general use of sys- 
tematic procedures of investment plan- 
ning and capital budgeting by firms. This 
would lengthen planning horizons, re- 
duce revisions in investment plans, and de- 
emphasize the influence that recently real- 
ized profit rates appear to have had upon 
investment decisions. Such procedures 
should also reveal the inappropriateness 
of the rule of thumb many firms follow 
in treating the internal funds available 
as a ‘ceiling’ on capital outlays. Even 
large firms, these researchers find, seldom 
have long-range investment plans. 
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ROLE OF INVENTORY FLUCTUATIONS 
IN BUSINESS INSTABILITY 

The role of inventory fluctuations in 
aggravating business instability was ana- 
lyzed by Moses Abramovitz of Stanford 
University and the National Bureau of 
Economic Research, who said that both 
the Government and the national banking 
system ought to use their influence to 
avoid price changes likely to precipitate 
speculation in inventories. He said that 
individual firms might be able to go some- 
what farther and even induce contracyclical 
speculation in inventories by convincing 
customers that prices are low and that they 
are unlikely to fall much more in the near 
future. “If possible,” he said, ‘“‘firms 
should cut prices severely when business 
falls off, but they should also avoid a pol- 
icy of continuous price reductions. If pos- 
sible, prices should be set to apply to all 
sales for a stated number of months. And 
customers would be encouraged to take 
advantage of such bargains if the selling 
firm offered to protect them against the 
possibility of subsequent price reductions 
within some specified time period.” 
Abramovitz conceded that in industries 
with many small producers assurance 
about the future course of prices would 


be difficult. 


SPECIFIC INDUSTRY INVESTMENT 
PROBLEMS ARE DISCUSSED 


The conference report also provides a 
wealth of information about experience 
it. planning for a more even flow of in- 
vestment in specific industries. Experi- 
ence in the building materials industry was 
reviewed by Walter E. Hoadley, Jr. of the 
Armstrong Cork Co.; the industrial ma- 
chinery and equipment industry by Ev- 
erett M. Hicks of the Norton Co.; the 
petroleum industry by Richard J. Gonzalez 
of Humble Oil & Refining Co.; railroads 
by K. T. Healy of Yale University; the 
electric utility industry by Edward W. 
Morehouse of the General Public Utili- 
ties Corp. 

Emerson P. Schmidt of the Chamber of 
Commerce of the United States reported 
on methods various firms are using to 
promote steadier output and sales. Yale 
Brozen of Northwestern University dis- 
cussed investment regularization in rela- 
tion to technological change. Albert G. 
Hart of Columbia University surveyed 
government measures to encourage pri- 
vate policies of investment regularization, 
and Benjamin Higgins of Massachusetts 
Institute of Technology (formerly of Mc- 
Gill University, Montreal), discussed 
measures adopted in various foreign coun- 
tries. 

Joel Dean of Columbia University was 
one of the conferees who doubted that 
managements could realistically move very 
far in making investment outlays in times 
of contraction. While he and most of the 
other conferees generally followed John 
Maynard Keynes’ emphasis on investment 





as the motivating force in economic fluc- 
tuations, Dean also reminded that ‘‘since 
consumption is a much greater quantity 
than investment, small percentage changes 
in consumption are as important as rela- 
tively large percentage changes in invest- 
ment. The consumption function . . . has 
shown considerable instability over the 
past 15 years. Consumer durables—that is, 
consumption items with investment char- 
acteristics—played a dominant role in the 
wartime shifts in propensity to spend. 
Again, an increase in the propensity to 
spend money on consumer durables played 
a large part in the post-Korean boom. 
. . . Economists have not paid enough at- 
tention to shifts in the consumption func- 














Summarizing the conference discussion, 
Donald B. Woodward of the Vick Chem- 
ical Co. said that all business investment 
is forward-looking and, in a nondepreca- 
tory sense, speculative. 

“The fundamental problem,” Wood- 
ward said, “is how to stimulate this form 
of speculation in a slump. This can be 
accomplished, it seems to me, by cutting 
the risk believed to be involved in such 
investment and increasing the expectation 
of reward. Action in this regard would 
have to come from all parties that influ- 
ence risk and reward: government, sup- 
pliers of funds and users of funds. This is 
thus a demonstration of how essential is 
the participation of all major parties to 


tion.” 





OFFICE COSTS 


TAXES 


ELECTRONICS 


CONTROL . 


PROFITS 


THE CONTROLLER 





the problem.” 


WE ARE RECOMMENDED READING 


Articles appearing in THE CONTROLLER con- 
tinue to be picked up, recommended, digested 
and reprinted in other publications as well 
as by government agencies, industrial com- 
panies and schools of business administra- 
tion. A few of the subjects, which attracted 
most interest in our 1954 content are high- 
lighted in the list below: 





KNow Your OFFICE Costs’’ by J. McCall Hughes 
(January 1954) was entitled as “worthwhile reading’’ by 
Systems and Procedures Quarterly. 

“MERIT RATING FOR Pay INCREASES” by Geoffrey H. 
Kimpton (August 1954) was condensed in Digest of 
Current Reading for Executives. 


“APPORTIONMENT CONFLICTS IN STATE TAXATION’ by 
Albert H. Cohen (May 1954) and ‘““THE RELATIONSHIP 
BETWEEN FRINGE BENEFITS AND TAXATION” by Seymour 
S. Mintz (May 1954) were digested by the Monthly Di- 
gest of Tax Articles. 


“ELECTRONICS AND CLERICAL Costs’ by William B. 
Hanson (July 1954) was picked up by N.A.C.A. Bul- 
letin, the Management Review, BIM’s Management Ab- 
stracts (London), the Office of Quartermaster General, 
Washington, D. C., and the Western Maryland Railway 
Company. ‘THE GAP BETWEEN THE ELECTRONICS EN- 
GINEER AND THE ACCOUNTANT” by Paul Kircher was 
reprinted by the Office of the Quartermaster General and 
noted by the N.A.C.A. Bulletin. 


“THE PLANNING AND CONTROL CONCEPT’ by James 
L. Peirce (September 1954) N.A.C.A. Bulletin and 
The Cost Accountant (British) and “WorK MEASURE- 
MENTS AND CONTROL” by Ralph A. Martin (September 
1954) N.A.C.A. Bulletin. 


“SOME OBSERVATIONS ON PROFIT SHARING” by Elliott 
A. Johnson (July 1953) was reprinted by Revista 
Mensual de Contabilidad in April 1954. 

“PROFIT PLANNING FOR THE OPERATING MAN” by 
Wilson T. Seney and “ProFir DETERMINATION IN RE- 
NEGOTIATION” by J. Fred Weston and Rodger E. Karren- 
brock (July 1954) noted by Journal of Accountancy and 
the N.A.C.A. Bulletin. 
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The Controller's Role When Disaster Strikes 


(Continued from page 16) 


pay roll can be insured at extra premium 
rates and, based on the rate for this type 
of insurance, we consider it important to 
have this coverage. 

It is extremely important to remember 
that there is no relationship between the 
original use and occupancy computation 
for coverage and the final development of 
the claim other than the fact that the com- 
puted use and occupancy value puts a ceil- 
ing on the amount of money that can be 
claimed. 


EFFECT OF TYPE OF INDUSTRY 

The very first problem you face in the 
settlement of a claim is the education of 
the insurance adjuster relative to the eco- 
nomics of your particular industry. 

The use and occupancy payment is for 
money that is lost because of the lack of 
production. It also pays for expenses in- 
curred in reducing the loss provided, of 
course, the expenses do not exceed the re- 
duction of loss brought about by expenses. 
These are intangible concepts which must 
be measured in dollars based on important 
facts which you can reveal to the adjuster. 
Some of these facts relate to the following 
types of data: 


The manufacturing cycle is a key sta- 
tistic. Here is involved the problem of 
measuring the loss in terms of finished 
units. Obviously, if an industry is manu- 
facturing a product that has a short-cycle 
time, it is relatively easy to count up the 
number of finished units that would have 
been produced had there been no work 
interruption. On the other hand, in the 
manufacture of machine tools where a 
long-cycle time is involved, finished units 
is not a good yardstick. It is necessary, 
therefore, in terms of long-cycle manu- 
facturing, to find a common unit of pro- 
duction. A good example is the use of 
standard time as the unit. This is very 
desirable where there is a variety of prod- 
ucts and a mix problem, The standard 
value of charges to the work-in-process 
account, excluding materials, can be used 
as a satisfactory basis where mix is a prob- 
lem. Whatever unit is selected, it must 
be logically related to the sales value of 
production. 


DETERMINATION OF 
LOSS IN PRODUCTION 

The insurance adjuster will want to 
take a look at the trend of your incoming 








Ir’s all these reasons . . . and more . . . that makes ‘Printed by 
Pandick” a guarantee of the finest and most complete printing service 
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documents for you . . . Registration Statements, Prospectuses, Annual 
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orders prior to the date of the disaster 
and, in this connection, he will want to 
take a look at the backlog and overdue 
orders, as well as the production and de- 
livery schedules. This type of information 
will form a background as to what you 
would have been doing had there been no 
interruption. For example, if your period 
of interruption extends over a five-month 
period, what would have been your trend 
of activity if there had been no interrup- 
tion? Some of these statistics may give the 
insurance company adjuster a lead. The 
effect of vacations and holidays must be 
taken into consideration. Obviously, if an 
interruption takes place during a vacation 
period and men do not return to full pro- 
duction because of a vacation period, it is 
necessary, of course, to give credit to the 
insurance company for the vacation and 
holiday periods. 

Another broad significant factor is pro- 
duction efficiency, and here it is necessary 
to show the adjuster the historical efh- 
ciency calculation. It is important to look 
at the trend of efficiency. In other words, 
what was the trend of efficiency prior to 
the disaster, and if post-disaster periods 
are considered, what is the trend of efh- 
ciency at that point, the idea being that, 
during the interruptible period, it is pos- 
sible that the efficiency would have been 
on the increase steadily if there has been 
no interruption. If this can be proved, it 
can be allowed for in the insurance re- 
imbursement. 

The following is an example of a com- 
putation that insures reimbursement for 
lack of efficiency. From the total costs of 
operating, deduct fixed charges, materials, 
and charges to insurance or disaster ac- 
counts, and divide this figure by produc- 
tion volume, The remaining figure will be 
a cost per unit which can be measured 
against the cost per unit during a normal 
period of production. The use of this 
method of computation insures the cover- 
age of all costs, i.e., if a cost is not fixed, 
it is a production cost and becomes part 
of the efficiency yardstick. 


DETERMINATION OF LOSS IN PROFIT 

The next broad area in the development 
of your claim is the profit factor, and this 
also involves the mixture of your products 
running through the plant at the time of 
the interruption and whether they are high 
margin vs. low margin, and whether or 
not historical profit-and-loss figures can 
be used for the period of interruption. A 
normal per cent of profit must be deter- 
mined. This is based on assumptions as to 
normal volume, normal mix of product 
and normal efficiency. Obviously, from the 
profit-and-loss statements must be elim- 
inated unusual items such as rapid amor- 
tization, non-recurring charges, renegotia- 
tion, etc. You will find it necessary to 
develop a figure which will reveal the 
normal rate of profit per unit of produc- 


(Continued on page 30) 
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Says one user: “We got our Ozalid 
Bambino around the first of February, 
just in time for the big rush on tax 
returns. And by March 15, the Bambino 
saved enough in extra secretarial service 
and clerical overtime to pay for itself. 
And it has saved us a lot of time in the 
preparation of reports ever since.” 


The Ozalid copying process saves 
the time and cost of transcribing, and 
proofreading or checking figures — and 
makes available quickly and cheaply 
any needed number of copies of tax 
forms and supporting schedules. 

Stencils and negatives, developing and 
drying are unnecessary. Reproduction 
is chemical, instantaneous. A legible, 
dry copy is made in less than a minute, 
for less than two cents. 


You do need ‘translucent copies of 
tax forms; any Ozalid representative 
can supply them. Just put the filled-out 
translucent form over a sheet of Ozalid 
coated paper, feed to an Ozalid machine 


OZALID 


The BAMBINO~—is the smallest, fastest, low priced office 
copying machine... handles sheets up to nine inches wide, any length 
... makes up to 200 copies an hour, for less than 


It paid for itself 
before March 15! 
































and your copy is printed. 

Originals can be kept in your files, 
for making future copies. Ozalid copies 
are accepted by Internal Revenue, and 
most State Tax Departments. 

Ozalid copying also makes possible 
a wider use of handwritten forms for the 
simpler returns, saves original typing. 

And your Ozalid machine will save 
innumerable hours on cumulative and 
comparative statements and reports. 
Just add new entries on the translucent 
original, and make current copies. 


Every accounting office can use the 
efficiency, the convenience, the savings 
in time and costs that Ozalid affords. 
Ask the nearest Ozalid distributor (see 
phone book) for a demonstration. Or 
write 206 Ozaway, Johnson City, N.Y. 


OzaLID—A Division of General Aniline 
& Film Corporation...From Research 
to Reality ...In Canada, Hughes Owens 
Company, Ltd., Montreal. 





2¢ a copy. 
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tion lost. You will find yourself engaged 
in many discussions relative to what is a 
normal rate of profit on production that 
would have passed through your plant had 
there been no business interruption. The 
question resolves itself into a problem of 
the normal sales value per man-hour of 
production or some other unit that you 
choose as the basis of computing your 
work-in-process effort. 


FIXED COSTS AND 
REIMBURSABLE EXPENSES 

Relative to unabsorbed fixed costs that 
are reimbursable on the basis of your in- 
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The Controller’s Role When Disaster Strikes 


surance contract, the insurance definition 
of fixed costs is any cost which continued 
during the interruptible period. This can 
be construed to include some pay roll 
charges; also, accrual charges such as vaca- 
tions, holidays, pensions and social se- 
curity on pay rolls included in the claim 
can be included as fixed charges even 
though the money is not actually paid out 
during the interruptible period. It is con- 
ceivable, therefore, that regular clerical 
help on ordinary pay rolls, necessary to 
maintain a production control system, or 
engineering personnel, necessary to assist 
the shop in the partial production effort, 
might very well be considered as part of 
the fixed costs which has been unabsorbed 
because of lack of full production. 

Reimbursable, also, are the expenses in- 
curred to reduce the loss, i.e., expenses 
which are incurred to maintain production 
during the interruptible period. This type 
of expenses includes moving costs from 
one plant to another and also the loss of 
efficiency on production as a result of par- 
tial operations. 


PERIOD OF INTERRUPTION 

Running through the entire claim is the 
problem of determining the period of in- 
terruption. The problem is usually to de- 
termine when the loss period ends. There 
is certainly no question about when the 
disaster starts! The ending period can be 
measured by the restoration of volume and 
efficiency to a level which is agreed to be 
what the level would have been had there 
been no interruption. Again, many fac- 
tors enter into the problem of determining 
when the interruption period ends and 
some of them are as follows: 


1. The production activity prior to the 
disaster. 

. The backlog. 

The overdue orders. 

. Planning schedules. 

. Efficiency. 


WM Dw bo 


The insurance company will be inter- 
ested in taking a look at the so-called 
post-disaster period. The problem here 
is how much post-disaster experience to 
use. How long does the insurance com- 
pany stay in business with you? This can 
work for or against you and again in- 
volves the three elements of profits, vol- 
ume and efficiency. 

Remember that it is necessary to get 
all the elements back to normal before 
an agreement is reached as to the end of 
an interruptible period. From both an 
accounting and a claim basis the end of an 
interruptible period should follow the 
close of an accounting period. You will 
find that not all the elements parallel 
one another in the speed with which they 








return to normalcy. You may, therefore, 
find that at the end of a particular ac- 
counting period, two elements such as the 
profit percentage and the fixed cost ab- 
sorption are back to normal but there are 
still some unusual costs that are being in- 
curred as a result of the interruption. You 
will find that the adjuster will challenge 
the insured on all theories and computa- 
tions because of the theoretical concep- 
tion upon which the claim is based. You 
will notice the role taken by the public 
accountant who is brought in by the in- 
surance company. The public accountant 
can strengthen the case of the insured 
through his understanding of accounting 
theories and practice. We have determined 
that adjusters are not usually trained ac- 
countants, although very well equipped 
to discuss the broad phases of the prob- 
lem. 


SUMMARY OF KEY DATA 

Let us now summarize the key data 
required in order to develop the three 
sections of the claim which you have been 
outlined above as follows: 


1. The profits lost on lost production. 
2. The unabsorbed fixed charges. 
3. The abnormal expenses. 


Listing these basic data, it develops as fol- 
lows: 


1. A unit of measure for production. 

2. A determination of the sales value of 
the unit of production. 

3. A normal rate of profit per unit of pro- 
duction. 

4. The normal level of efficiency ex- 
pressed in operating costs per unit. 

5. Total operating costs less items ex- 
cluded for use and occupancy. 

6. Materials. 

7. Ordinary pay roll, etc. 

8. Fixed costs determined according to 
the insurance concept. 

9. The amount of lost production. 


The mathematics are relatively simple 
once these data are determined and agreed 
upon. Relations with the adjusters are fo- 
cused on agreements as to theories and 
assumptions used in determining these key 
data. 

The over-all check on the reasonable- 
ness of the claim is the profit-and-loss 
statement. The use-and-occupancy claim 
should fill in the gap of profit and loss. 
We want to emphasize the value of this 
check, but also bring out that it is not 
acceptable as a method of determining the 
loss. It can be used as a strong psychologi- 
cal argument, particularly where there has 
been a stable month-to-month profit per- 
formance, but bear in mind that the gap 
in the profit-and-loss statement does not 
necessarily coincide with the interruptible 
period, particularly in a long-cycle opera- 
tion such as the machine tool industry. 

Another psychological agreement is the 
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effect of orders lost due to failure to meet 
delivery schedules. The loss, of course, is 
not covered by insurance, but any facts 
available that will prove that the com- 
pany actually lost business due to a dis- 
aster can have a real effect on the process- 
ing of the claim. 

Finally, the integration of the claim is 
important. The profit, efficiency and fixed 
charge calculations should be tied together 
so that changes in one section of the claim 
will introduce offsetting adjustments in 
the other sections. For example, an item 
not accepted as a fixed charge must be 
accepted as a production cost in the efh- 
ciency calculation. Unusual items of ex- 
pense which are deducted for the purpose 
of calculating normal profit must also be 
deducted from either the fixed charge or 
efficiency sections of the claim. 

The measurement of the loss involves 
many intangibles. The insured and the ad- 
juster must reach a level of understand- 
ing which places confidence in each other. 
Success in processing and collection on a 
claim rests on an understanding of the 
economics of the business on both sides 
and on the basis that all facts are made 
available for a complete review. 


PRESERVATION OF 
BASIC COMPANY RECORDS 

The whole subject of the tornado dis- 
aster and the problems of processing in- 
surance claims brought home to us in a 
dramatic way the necessity for adequate 
preservation of basic company records. 

Our experience in having physical 
properties partially or utterly destroyed 
should indicate the need to initiate a pro- 
gram* immediately to preserve the prop- 
erty records and know-how, so that your 
organization can start immediately to- 
ward an orderly restoration of facilities 
and resumption of production activities. 

It is now our thought at Norton Com- 
pany that a review of each account on the 
balance sheet should be made, in order to 
be sure that adequate microfilmed records 
are kept and that the assets which may be 
covered by insurance can be identified by 
record, although physically the property 
may be destroyed. The problem of preser- 
vation of company records becomes in- 
volved, in addition to insurance calcula- 
tions, with the disastrous effects of atomic 
warfare. Norton Company has established 
the following program in its desire to pre- 
serve company records: 


1. The selection of appropriate places for 
storage of these records. We think they 
should be kept at least in two different 
places and probably dispersed more 
widely than that. 

. The use of some type of recording 


bho 


(Continued on page 32) 


* See Richard N. Rigby, “How Gillette Pro- 
tects Its Records,” THE CONTROLLER, October 
1953, p. 459. 
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How XEROGRAPHY “~~ 


cuts duplicating costs $30,000 a year 


for TWA Trans World Airlines 


U.S.A. 


EUROPE ¢ AFRICA ¢ ASIA 





SPEEDS © 1. FINANCIAL REPORTS AND CHARTS TO MANAGEMENT 
2. SERVICE AND MAINTENANCE MANUAL REVISIONS 
3. PRODUCTION OF FORMS AND ILLUSTRATIVE TRAINING MATERIAL 


From its earliest beginnings, Trans World Airlines has been in the fore- 
front of aviation development, constantly seeking methods and devices 
to improve equipment and passenger comfort. 

Convinced that xerography offered a new and better way to get paper- 
work done cheaper, faster and with photographic accuracy, TWA in- 
stalled XeroX® copying equipment to prepare offset paper masters for 
duplicating. Result: —TWA’s annual paperwork expenses trimmed by 


$30,000! 


Monthly revisions in TWA’s service 
manuals and parts catalog are speedily 
done by “stripping in” up-to-date data 
onto the originals which are then copied 
onto paper masters by xerography. De- 
tailed financial reports to management, 
that $70 


methods, now cost just $4, using xerog- 


cost about using previous 
raphy. Wall size charts are easily included 
in 844” x 11” maintenance manuals—they 
are reduced in copying by xerography. 

Anything written, typed, drawn or 
printed can be reproduced with photo- 


graphic accuracy in about 3 minutes by 


xerography onto an offset paper master. 
These masters are used to run off multi- 
ple copies on an offset duplicator. Copies 
can be made from one or both sides of 
original material, by xerography, in en- 
larged, reduced or same size. 

For use in diazo type machines, trans- 
lucent intermediates can be made from 
an original in the same speedy way. 

It is now possible with xerography to 
make up to 8 copies from 1 xerographic 
image, including an offset paper master 
or translucent intermediate. 


Write for proof of performance folders showing how companies of all kinds, 
large and small, are cutting costs and speeding paperwork with xerography. 
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When Disaster Strikes 


(Continued from page 31) 


method, such as microfilming, in order 
to reduce the physical size of the 
amount of paper required to record 
basic records. 

3. We think the broad areas that these 
basic records will cover include: 
a. Research and development 
b. Plant layout and equipment engi- 

neering 

c. Product design 
d. Product formula 
e. Financial data 


The decision to microfilm the various 
reports, records and data should have as 
its basis the information necessary to start 
operation, assuming a complete disaster. 
For example, in the fields of research and 
development, surely research records on 
the development of new products and ex- 
isting formula should be part of the micro- 
filming operation. In the case of machine 
tool builders, certainly designs of basic 
type machines should be microfilmed and 
stored. Records involved in production 
formula, if a processing plant is involved, 
would be a vital necessity to the starting 
of a new operation. Relative to financial 
data, you would want to give serious con- 
sideration to some of the following: 


1. Property records. (Without adequate 
property records, no insurance claim 
can be properly processed because ma- 
chinery that becomes completely ob- 
literated cannot be identified as ever 
having existed.) 

. Investment securities. 

. Patents and licenses. 

Stockholders’ records. 

Other books of the corporation. 

. Listing of deposit accounts. 

. Purchasing personnel and sales. 

. Legal records, contracts, etc. 


CNNAY KRW DY 


At Norton Company we have adopted 
a method of coding for ease in filing and 
reference. We have a three-numeral mas- 
ter code. The first three-digit number in- 
dicates the major section of the company 
in alphabetical order. The second three- 
digit number indicates the department or 
subsection under each major section, and 
the last two-digit number briefly describes 
the nature of the records being preserved 
under each subsection. Master code books 
have been developed with appropriate in- 
dexes and a page for each subsection to 
provide for a listing of each sheet of rec- 
ords which must be preserved. 

It is true that nature itself triggered off 
this microfilming program but it has as 
its basis, primarily, the Atomic Age in 
which we live, and we think it is an abso- 
lute necessity as revealed to us in the 
events of the recent tornado. 
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Dec. 1, 1954, marked another great 
milestone in the automation of business 
procedures when John Hancock started 
operations with the first IBM 650. 



















New “Business-Minded” 
Electronic Computer Now Serves 9,000,000 
John Hancock Policyholders 


EDPM—Electronic Data 
Processing Machine—brings vast speed 
to accounting procedures. 


The 650’s magnetic drum has 20,000 positions for storing 
data. Taking advantage of its all-purpose flexibility, John 
Hancock is now using this machine for preparing mortgage 
tables and figuring agents’ commissions. Other Hancock 
650’s will be used for such basic accounting procedures 

as calculating dividends and cash values, and for processing 
policy value distributions. Another example of what IBM’s 
hard-working EDPM can do for business and industry! 





During 1955 this assembly line will 
produce for American industry better 
than one EDPM 650 every two days. 














Electronic 
ORLD’ IBM | vu 
WORLD’S LEADING PRODUCER OF 
TRADE-MARK . 
ELECTRONIC ACCOUNTING MACHINES Processing 


International Business Machines Corp., 590 Madison Ave., N.Y. 22, N.Y. Machines 
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SHOTS & CLOSEUPS WITH THE CONTROLLER CAMERA 


Tulsa, Oklahoma 


TOP AND CENTER PICTURES 

Establishment of the Tulsa Control is 
recalled, on the occasion of its Fifth An- 
niversary celebration, November 15, 1954, 
by Paul Haase, managing director of Con- 
trollers Institute (left) ; C. R. Fay, Insti- 
tute president (second from left), as he 
felicitates the current president of the 
Control, T. L. Petersen; while J. W. Ca- 
son (second from right), first president of 
the Control, looks on. 


LOWER PICTURE 

Committee chairmen and others respon- 
sible for the 1955 Southern Conference of 
Controllers Institute to be held in Tulsa, 
March 31, April 1-2, meet to discuss pro- 
gram and budget details. 

Standing (/eft to right) are O. R. But- 
tram, cashier of the National Bank of Tulsa 
(Arrangements); Paul Haase, managing 
director of Controllers Institute; Henry L. 
Stine, assistant treasurer and controller, 
Sunray Oil Corporation (Jnter-Control 
Attendance) ; George A. Clark, area treas- 
ury manager, Shell Oil Company (F/- 
nance) ; George Harrison, Jr., Harrison & 
Harrison (Publicity) ; Tom Gabbert, plant 
controller, Douglas Aircraft Company, 
Inc. (Conference Chairman) ; Thorwald 
L. Peterson, controller, Loffand Brothers 
Company (Conference Vice Chairman) ; 
and S. D. Williams, assistant controller, 
Schio Petroleum Company (Program). 

Seated (/eft to right) are Leland K. 
MacFarland, secretary and __ treasurer, 
Kingwood Oil Company (Speakers’ Hos- 
pitality); J. B. Galbraith, comptroller, 
Stanolind Oil and Gas Company (Recep- 
tion); J. A. Carlson, controller, Kiwanee 
Oil Company (Registration) ; and L. W. 
Bennett, treasurer, Sunray Oil Corporation 
(Housing). 


Worcester, Mas4. 


Donald H. Dalbeck, vice president and 
treasurer, Reed- 
Prentice Corpora- 
tion, recently 
completed his 
service as the gen- 
eral chairman of 
the Worcester 
Community Chest 
campaign, which 
set an all-time 
record as the fund 
surpassed the mil- 
lion dollar mark for the second straight 
year. Mr. Dalbeck, a national director of 
Controllers Institute, also served as gen- 
eral chairman in the preceding year’s cam- 
paign, when the million dollar “barrier” 
was surpassed for the first time. 
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WHAT IS 
YOUR COMPANY’S 


DESIGN... First i in Te 
is selection of the proper plan or ~ 
plans for your C company. 


INVESTMENT... Once a plan 


has been established. nothing is 
more important than the proper 
investment of your funds. 


We have had many years of ex- 
perience in the design, adminis- 
tration, and investment of all 
types of employee benefit plans. 





Write or telephone our PENSION TRUST DIVISION 
55 Wall Street, New York 


‘CITY BANK FARMERS TRU! ST COMPANY 


HEAD OFFICE: 22 iL L TAM. STREET, NEW YORK 
Affiliate of 


THE NATIONAL CITY BANK OF NEW YORK 


Established 1812 











CENTRALIZATION AND DECENTRALIZATION 
IN INDUSTRIAL RELATIONS* 


By Helen Baker and Robert R. France 


Reviewed by GEORGE K. DAHL 
Director of Public Relations 
Controllers Institute of America 


In any branch of corporate effort the 
question of centralization versus decen- 
tralization boils down to this: at what 
levels in the organization are decisions 
made? This was brought out in Control- 
lership Foundation’s recent study of “Cen- 
tralization vs. Decentralization in the 
Controller's Department.’’ The same basic 
conclusion is reached by Miss Baker and 
Mr. France, who in this revealing analysis 
of the industrial relations structure define 
decentralization as ‘the minimization of 
decision-making at the highest central 
point of authority and the maximization 
of the delegation of responsibility and 
authority in the making of decisions to 
lower levels of management.” 

The authors investigated the decision- 
making practices of 135 companies and 
emerged with the significant discovery 
that corporate management is tightening, 
rather than relaxing, its controls over la- 
bor relations. In short, there is a discrep- 
ancy between the widespread company 
philosophy of decentralization and com- 
mon practice with regard to delegation 
of responsibility for specific industrial re- 
lations activities. The dilemma is traceable 
in part to union pressures for company- 
wide bargaining, which imposes a single 
pattern on all units, wherever located. Em- 
ploye expectations also lead to uniformity 
of practice in regard to fringe benefits, 
over-all wage administration, discipline, 
grievance procedures and so forth. 

In 85 out of 89 companies, which an- 
swered the question, corporate head- 
quarters retains the right to approve 
general wage changes, and 85 per cent of 
those responding centralized authority 
over discharge and layoff. Again, 31 out 


* Published by Industrial Relations Section, 
Princeton University, Princeton, N. J]. 203 pp. 
$4.00. 
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of 45 reported that standard daily and 
weekly hours were determined at corpo- 
ration level, seven at the division level, 
and only six at the plants. 

Uniformity of working hours is im- 
posed more by legislation than by com- 
pany policy, with corporate levels impos- 
ing controls to make sure that the Fair 
Labor Standards Act is obeyed. Policy for 
vacations and holidays was established by 
the corporation in 39 of the 46 companies 
interviewed, seven by the division and 
four by the plant. 

Centralization, the authors point out, 
is especially evident in management-union 
relations. In 85 per cent of the companies 
covered in the study, a member of the 
headquarters industrial relations staff took 
part in all negotiations. In other cases, 
high level executives, such as vice pres- 
ident of manufacturing, took part in the 
bargaining. Out of 89 companies, 80 re- 
quired headquarters review of labor con- 
tracts. Four of the nine remaining have 
no labor agreements and five withheld 
information. 

It is in the final determination of major 
industrial policies, the authors show, that 
responsibility of top management for the 
labor relations function becomes most 
clear. “Of the 46 companies interviewed,” 
they observe, ‘34 reported that final dect- 
sions on industrial relations policies were 
made by an executive committee, manage- 
ment council or board of directors. In 
ten companies, final decision was made 
on a less formal basis by the president, 
an executive vice president, or by the in- 
dustrial relations manager in consultation 
with one or more top executives. In only 
two of the 46 companies were industrial 
relations policies made principally at a 
subsidiary level. In one of these, the of- 
ficers of the parent corporation are mem- 
bers of subsidiary boards, insuring ad- 
equate consideration of the corporation 
point of view. In the other, there is fre- 
quent informal consultation between the 
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corporation and subsidiary boards and be- 
tween industrial relations staffs of sub- 
sidiaries and the corporation. 

“Without exception, corporate manage- 
ment and top plant management of the 
companies in which plant managers were 
interviewed stated their belief that deci- 
sions on the application of industrial rela- 
tions policies should be made as far down 
the line as possible. As far as could be 
determined from information from vari- 
ous levels of management, application of 
policy is the responsibility of plant man- 
agement with exceptions and within limi- 
tations, The exceptions commonly include 
such matters as wage and salary changes, 
interpretation of labor agreements, leaves 
of absence, and early or postponed retire- 
ment under a compulsory plan. The limi- 
tations include prescribed procedures, cus- 
tomary or required consultation prior to 
decision, and required headquarters ap- 
proval of agreements negotiated locally.” 

The link between the corporative man- 
agement and the plant level is the indus- 
trial relations staff, which in itself becomes 
an avenue for centralization. Looking into 
their concepts, the authors found the 
heads of these staffs in agreement on four 
principal aspects—counseling and making 
recommendations regarding policy; doing 
research into the need for policy formula- 
tion; preparing interpretations, and serv- 
ing as a two-way channel of communica- 
tion between the level where policy is 
formed and the one where it is carried 
out. 

“Whatever the formal definition of the 
role of the industrial relations staff,’ the 
authors advise, “it is evident that the 
headquarters staff in a majority of com- 
panies studied plays a role in the deter- 
mination of policy only second to that of 
top management. As an agent of top 
management, it is a centralizing influence. 
The plant industrial relations staff repre- 
senting, in turn, an extension of the head- 
quarters staff into the plant, is also a 
factor in centralization.” 

The need for coordination and control 
in the labor relations sphere stems natu- 
rally from top management's concern for 
good relations throughout the organiza- 
tion. If the highest echelons remained 
aloof from such matters,—if this were 
possible—the corporation would probably 
be stigmatized as anti-labor or unsocial. 
From the moment when the board of di- 
rectors or executive committee shapes a 
policy to govern such relations, and pro- 
vides for its interpretation and implemen- 
tation, it zpso facto indulges in centraliza- 
tion. 

Even training programs and promotion 
plans inevitably become strands in the 
web, because they imply conformance 
with rules, regulations, systems and stand- 
ards, The power to make decisions locally 
is therefore restricted rather than aug- 
mented by communications whose purpose 
is to spread desired conditions uniformly 
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through a company’s plants. The develop- 
ment of a common approach, or a com- 
pany philosophy, is part of this tendency 
toward centralized decision-making, be- 
cause it involves indoctrination of lower 
levels by precept and example. 

“The process of control,” this report 
makes plain, ‘can be important to per- 
mitting decentralized decision-making if 
reliance is placed on audits of results 
rather than on a check of how centrally 
determined policies are being carried out. 
In the absence of any reliable method of 
measuring results in industrial relations, 
however, the control exercised by head- 
quarters staffs has tended towards check- 
ing on the carrying out of policy and thus 
has decreased the amount of leeway that 
plant personnel have in the application of 
policy.” 

Six factors tend to influence the princi- 
pal level at which a given policy is made 
or applied, the authors indicate. One of 
these 1s the importance to the corporation 
of the employes involved, which explains 
why the selection, training and transfer 
of specialists who may become future 
executives are usually guided from head- 
quarters. Another is a special interest of 
top management, as in the case of an eco- 
nomic education program for employes 
and supervisors. 

The possible impact of a given policy 
on other personnel policies and other units 
of the corporation comprises a third fac- 
tor. An example cited is that of a new 
employment policy which may affect the 
cost of employe benefits. Conditions out- 
side the control of the company may stim- 
ulate the need for a company-wide pro- 
gram, or even for varying treatment in 
separate localities, as might be the case 
in the light of changed state laws. 

A fifth factor influencing top-manage- 
ment participation is the extent of the fi- 
nancial risk involved, as when training 
specialists or discharging workers. Finally, 
top-management interest in employe and 
executive attitudes is viewed as increas- 
ingly important from a_ policy-making 
standpoint. 

Telling evidence of the true degree of 
centralization in the labor relations sphere 
is presented in the form of union opinion 
on the subject. ‘In the experience of one 
union dealing primarily with single-plant 
agreements,” the authors report, “hardly 
any plant manager was free to settle a 
contract. Another union, dealing primarily 
in multi-plant and multi-company agree- 
ments, found that plant managers had to 
check with corporate industrial relations 
headquarters more under company-wide 
bargaining than they previously did under 
single-plant bargaining. An officer of a 
third union felt that an increase in the 
number of cases taken to arbitration in a 
few large companies was primarily the 
result of the decreased authority of plant 
managers. Only a few unions were con- 
vinced that some of the companies they 
dealt with really tried to give their plant 
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managers a noticeable degree of inde- 
pendence in handling employe relations.” 

Since the unions likewise depend more 
and more on specialized staffs to conduct 
negotiations, the conclusion is reached 
that such staffs are the heart of centraliza- 
tion, and that neither the large company 
nor the large union can proceed without 
them. 

While full-fledged decentralization in 
American industry is considered impos- 
sible by the authors, they do advance cer- 
tain remedies for overcentralization and 
bigness in human relations problems. One 
is to improve the delegation process by 
considering long-run as well as immediate 
goals in industrial relations. Another is to 
encourage all levels to participate in plan- 
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Just Published! 


TWO NEW INFORMATIVE BOOKLETS 


incorporating papers presented at the 23rd Annual 
National Conference of Controllers Institute of 
America, held in Chicago from October 10-13, 1954 


THE CONTROLLER REPORTS TO MANAGEMENT .. . $1.00 


“Communicating Financial Information to Top Management’’— 


“Reports to Management on Finances—-Cash Position and Cash 
Forecasts’’—Clayton E. Rogers 


“Reports to Management on Capital Expenditures, Proposed, In 
Process, and Completed’’—John H. Fennema 

“Reports to Management on Sales Including Sales Analysis” — 

“Reports to Management on Manufacturing Costs” —William J. 

“Reports to Management of Labor Costs for Labor Negotiation 


Purposes’’——Peter M. Chiuminatto 


IMPROVING PROFIT THROUGH COST CONTROL .. . $1.00 
“Research and Development’’—Dr. Fred Olsen, John W. Glad- 


“Organizing a Profit Improvement Program’’—George W. 


“Cost Control in the Electrical Manufacturing Industry’— 


Address orders to 


CONTROLLERS INSTITUTE OF AMERICA 


One East Forty-second Street, New York 17, N. Y. 
Please add city sales tax if order is for New York City delivery 


ning and decision-making. A third sug- 
gestion is that industrial relations staffs 
encourage supervisory self-confidence and 
the growth of ability to handle whatever 
responsibilities arise. 

The trend toward group decision is 
viewed less as a panacea than as a two- 
edged sword. “It can result in unthinking 
conformity to the pattern established by 
top management,” Miss Baker and Mr. 
France warn in their closing paragraph, 
“or it can be used to gain wider perspec- 
tive in modifying the pattern in accord 
with changing circumstances. The extent 
to which management succeeds in encour- 
aging sound group decisions may deter- 
mine the future vitality of industrial lead- 
ership.” 
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New uses for punch cards! 


You may not want to paper your 
walls with punch cards, but it’s get- 
ting to the point these days where 
you can use em for practically every- 
thing else. The new Cummins Cardi- 
tioner now makes it feasible to put 
time clock cards, payroll checks, divi- 
dend checks, money orders, proxies, 
bonds—a whole host of things—on 
punch cards. 

Heretofore, it was impracticable to 
use punch cards in many instances 
because of the cost and bother result- 








IN BUSINESS AND BANKS 


UMMINS 


ing from damaged cards. Rumpled 
edges, creases, staples, paper clips, 
cellophane tape—all caused no end 
of trouble, jammed sorting machines, 
required costly, time-wasting hand 
sorting. 

But the new Cummins Carditioner 
puts an end to all this. It “irons out” 
rumpled punch cards, restoring them 
to usable condition. And it rejects 
those with foreign objects attached — 
all at a rate of 275 cards per minute! 
It virtually eliminates hand sorting, 
does away with any chance for human 
error, gets jobs done faster, better. 

For full information on this amaz- 
ing new machine that makes punch 
cards practicable, mail coupon below. 


Cummins Carditioner restores imperfect 
punch cards to usable condition. Permits use 
of modern, efficient tabulating equipment. 


SINCE 1887 


CUMMINS BUSINESS MACHINES 
Division of Cummins-Chicago Corp. 


Cummins 
Business 
Machines 
sales and 
service offices 
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Dept. C-15, 4740 N. Ravenswood Ave., Chicago 40, Ill. 


Please send me full information on Cummins Carditioners. 


Address of Business 


State 


Institute Adopts MONY 
Employe Benefit Plan 


An employe benefit plan, designed es- 
pecially for smaller employe groups by the 
Mutual Life Insurance Company of New 
York, has just been adopted by Control- 
lers Institute. Called “Module Multipro- 
tection,” the program provides the follow- 
ing ‘‘package”’ of benefits to the Institute’s 
full-time employes: 

1. Lifetime retirement income approxi- 
mating 40 per cent of salary. 

2. If an employe dies before retire- 
ment, the plan provides the beneficiary 
with a one-sum death benefit. 

3. In the case of a married male em- 
ploye, who dies before retirement, the 
widow or beneficiary receives not only 
the one-sum death benefit, but also a 
monthly income equal to half his pension 
up to $100 and continuing to the date he 
would have retired if he had lived. 

4. The employer pays 79 per cent of 
the plan and employes contribute 21 per 
cent. 

5. Rights to these contributions begin 
to vest in the employes after 14 years of 
service. The rights accumulate at the rate 
of 20 per cent annually, so that by the 
end of 19 years of service, all rights are 
fully vested in the employes. 

The cost of the plan, it was stated, 
amounts to only 10 per cent of covered 
pay roll despite the fact that two-thirds 
of the employes are over 40 years of age 
and several are more than 50 years old. 


Corporations Asked to 
Aid Medical Education 


The Committee of American Industry 
of the National Fund for Medical Edu- 
cation is seeking contributions from cor- 
porations in the medical profession to help 
support the nation’s 80 medical schools. A 
goal of $10 million a year is estimated to 
be the minimum required to sustain cur- 
rent teaching and research programs. Un- 
der the terms of Public Law 685, the fund 
has received a federal charter and has been 
formally recognized as the agency through 
which support for medical schools should 
be mobilized. 


Tax Savings 

The second-quarter earnings statements 
showed that the removal of EPT was a 
major factor contributing to the improve- 
ment shown by many corporations over the 
similar period of 1953. In addition to the 
obvious financial advantage accruing to 
stockholders, there are several other as- 
pects to the situation—an important one 
is that the Government is deprived of an 
important source of revenue and a second 
is that corporations will have no similar 
financial relief in 1955 so that unless their 
business is considerably better, next year’s 
second-quarter statement will show up 
poorly against those for 1954. 
1955 
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GREATLY ENLARGES 
MAILING POSSIBILITIES 


SLASHES OPERATING 
COSTS BY 80% 












































INSERTING 
& MAILING 
MACHINE 


Push a button! Inserting & Mailing Machine takes over costly, MAIL MORE, SPEND LESS 


time-consuming mailing preparation. No bored, lackadaisical 
hand workers; no robbing other departments to get out routine . +. WITH MECHANIZATION 


mailings. Your machine gathers up to 8 enclosures, inserts e advertising, sales promotion 
in envelope, seals, meters postage, counts and stacks. It replaces e bills, statements, price lists 
dozens of clerks, saves floor space, eliminates supervision — iis aathe mn : 
often cuts costs by 80%. P : : ihe 

e public relations and publicity 
This — —— nc —_ economy. = es e stockholder mailings 
& Mailing Machine is always ready to go. You'll find it easy o aan 

gazines, newspapers, 


to reach salesmen, jobbers, retailers, employees, stockholders, 
subscribers, suppliers; in fact, all the folks you sell or service. reports 
Today these mailings can be important. e catalog and house organs 







WIDER HORIZONS WITH 
] MECHANIZED MAILING... 
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interesting illustrated booklet. 


See Savings Before You Buy... 


Get the facts. We will prepare a time-cost study, 
showing your present costs and the savings you will 
make with mechanization. Figures will be left for =4/ INSERTING AND MAILING MACHINE CO. 
your review. Just ask for Analysis & Proposal. PHILLIPSBURG, NEW JERSEY 
C We'd like an ANALYSIS & PROPOSAL 
relating to our mass mailing operation. 
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(Continued from page 23) 


who filled out rating sheets for more than 
100 executives in less than two hours. The 
incentive value of the half million dollars 
in bonus money allocated in this case is at 
least questionable, for such off-hand judg- 
ment is not conducive to building execu- 
tive faith in top management's objectivity 
or interest. 


WHOM TO APPRAISE 

There is evidence that a more effective 
appraisal approach is possible, one that is 
geared to the way a business is organized 
and controlled. From the standpoint of 
management’s ability to measure perform- 
ance of individual executives on a factual 
basis, there are three broad groupings of 
executives : 

1. Those with full profit responsibility, 
such as a president or a division manager 
would have. Short-term performance— 
profit contribution—can be more or less 
directly measured in such instances. 

2. Those having cost (manufacturing) 
or income (sales) responsibility, such as a 
line manufacturing or sales executive 
would have. A quantitative expression of 
performance is also possible for these po- 
sitions, although not in terms of profit. 

3. Those having staff responsibility 
(such as the controller and industrial rela- 
tions director) or holding positions which 
do not provide an opportunity for per- 
formance elements to be expressed quanti- 
tatively (subordinate sales and manufac- 
turing executives). 

The performance of an executive carry- 
ing a full profit responsibility can be meas- 
ured with reasonable accuracy. Perform- 
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How Effective Is an Executive? 


ance in the second group of positions is 
more difficult to measure, but responsi- 
bility-center accounting offers valuable 
quantitative yardsticks when skillfully 
used. Performance of the staff group, of 
course, is extremely difficult to appraise 
factually. 

This means that arithmetical, man- 
against-man performance appraisals of the 
executive group are just not possible at 
this juncture. It is a question of judging 
the performance of a key group—nor- 
mally the first two noted above—for 
which relatively sound quantitative meas- 
ures are available, and “slotting in’ the 
other executives. Thus in trying to pin 
down the profit contribution of a person- 
nel executive, for example, top manage- 
ment will be influenced by fact-based 
judgments involving line executives such 
as general managers, sales managers and 
production executives. They provide bas- 
ing points, so to speak, for the more in- 
tangible jobs. 

The structural organization of a com- 
pany plays an important part in its ability 
to measure executive performance. The 
more “profit points’ —fully profit-respon- 
sible jobs—there are, the simpler the prob- 
lem of providing “fixes” for slotting in 
less easily measured executives. Thus a 
chain store company, with each store a 
“profit point,” has a great advantage in 
this regard over a single product company 
which may have only one “‘profit point.’”” A 
variety chain with 30,000 employes and 
about 750 executives has nearly 500 
“profit points’’—including the store man- 
agers and the supervisory group they re- 
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port to. A steel company with approxi- 
mately 30,000 employes, and 300 execu- 
tives may have only one “profit point’’— 
the president. 

Decentralization on a divisional basis 
offers a real advantage in appraising ex- 
ecutive performance. A large manufac- 
turer that had only one “profit point’’ five 
years ago—the president—now has 21 di- 
vision general managers and four group 
vice presidents in addition to the president. 
This not only provides a much sounder 
basis for judging the performance of these 
25 executives than formerly existed, but 
offers a realistic framework within which 
to ‘slot’ the performance of other execu- 
tives. It also makes possible a more ac- 
curate appraisal of line executive perform- 
ances below the division manager, by tying 
the profit contribution of these jobs di- 
rectly to divisional results. In other words, 
the profit performance of a division— 
compared with other divisional results— 
establishes the pattern of performance at- 
tributed to division executives as a group. 
Individual executives, of course, will vary 
from this norm. 


APPRAISING FULL PROFIT POSITIONS 

Appraising the performance of execu- 
tives with full profit responsibility has 
been developed into an effective manage- 
ment tool by a number of big, divisional 
companies, Their experience indicates that 
the use of such profit yardsticks as return 
on investment, inventory turnover and the 
like is sound. 

However, they are quick to point out 
that two division managers may report 
identical profit increases, their return on 
investment and other statistical criteria 
may match; but one will have done an out- 
standing job, the other a below-average 
job. 

One company, whose executive incen- 
tive payments were directly related to such 
an appraisal plan, paid identical bonuses 
to two division managers. An audit of ex- 
ecutive compensation relationships in the 
company disclosed that one division man- 
ager had maintained his profit record de- 
spite price competition in his industry of 
almost panic proportions, and the neces- 
sity of “finding” new business to replace 
the loss of three military contracts equiva- 
lent to 30% of plant capacity. Profit re- 
sults chalked up by this division were sub- 
stantially above those of competitive com- 
panies. The other division manager also 
had held his own statistically, but his 
major competition had increased profits 
nearly one-third during the period. In fact, 
he had done a relatively poor job. 

The experience of a number of large 
manufacturers indicates that performance 
appraisals of a full profit position should 
give careful attention to such qualitative 
elements as technological leadership in 
products, the selection and development 
of executive personnel, and similar evi- 
dences of long-term profit contributions. 
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The first sign of potential internal prob- 
lems is frequently found in this qualitative 
area. 

But in the final analysis, it is the judg- 
ment—objective and fact-founded, but 
still judgment—of top management that 
will segregate the “men from the boys’’ 
even in these fully profit-responsible posi- 
tions. 


APPRAISING THE 
COST-INCOME POSITIONS 

Relatively few companies have made 
more than exploratory gestures toward fac- 
tually appraising performance in this im- 
portant area. Even the big, divisionalized 
concerns which have highly developed ap- 
praisal techniques for full profit positions 
concede only halting progress at the cost- 
income level. The cause of this hesitant ap- 
proach seems to lie partly in the greater 
difficulties involved, and partly in the re- 
luctance of top management in a decen- 
tralized company to force divisional man- 
agement to start a project of unknown di- 
mensions, with its value open to question 
because of lack of proof. 

The first wobbly steps toward the ap- 
praisal of this group of executives appear 
to be developing along the lines suggested 
earlier: the use of budgeted targets as a 
basis for judging performance. The basic 
dependence of sales and manufacturing on 
each other forecloses the possibility of di- 
rect profit accountability. However, care- 
fully drawn flexible budgets based on the 
responsibility of sales and marketing for 
volume changes, tied in with selling price 
and manufacturing cost variances, offer 
quantitative targets that serve as reason- 
able performance criteria. 

One of the key problems of the budget- 
ary approach to performance measurement 
is the relative “tightness” of the various 
functional budgets. A sales executive with 
a ‘loose’ budget—that gives him consid- 
erable latitude—can make a manufactur- 
ing executive with a “tight’’ budget look 
bad. The reverse is also true. This means 
that the quality of budget planning must 
be uniform, and of a high order. If a 
“tight” budget is warranted in one seg- 
ment of the business, other budgets should 
reflect this condition as part of an interre- 
lated whole. 

Unfortunately, the manufacturing op- 
eration, with machine down time, rejects, 
scrap, and such yardsticks lends itself to 
closer budgetary control than the other 
major functions. Therefore, there is a 
strong tendency among companies to set 
relatively tighter budgets in the produc- 
tion department than elsewhere—a tend- 
ency that must be curbed if the various 
functions are to be measured by a yardstick 
having the same values. 

Judgment thus plays an important role 
both in setting up a budget and in com- 
paring the results reported by the various 
functions against their budgets. Similarly, 
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a heavy larding of judgment is needed for 
such measures of manufacturing effective- 
ness as product quality, labor productivity 
and material usage; or measures of sales 
effectiveness such as a product’s share-of- 
market, the type and character of its cus- 
tomers. 


In fact, skillful administration is the | 


most important single element in the suc- 
cessful use of budgetary yardsticks for 
measuring executive performance. This 
means top management must discipline it- 
self to the same hard-headed standards of 


performance it expects from subordinate | 


executives; it means hewing to the objec- 
tive of rewarding profit contributors, de- 
spite temptations to make exceptions for 
the sake of ‘morale’; and it means setting 
aside sufficient time to do the necessary 
spadework. 

In addition, of course, there are the im- 
portant qualitative elements noted earlier: 
the development of personnel, product im- 
provement, technical improvements and 
so on. 


APPRAISING THE STAFF POSITIONS 
The first measurement efforts among 
staff executives appear to be confined 


largely to engineering, although attempts | 


may well have been made with other func- 
tions. 

It is perhaps symptomatic of the prob- 
lem involved in the staff group that most 
appraisal efforts use cash budgets as a cri- 
teria. Yet there can be little question that 
dollar outlays are among the /east impor- 
tant performance yardsticks that could be 
chosen. In staff positions, it is results that 
count; not the fact that it takes two floors 
to house the department or that it has a 
budget of $400,000. 

Thus, the main point of attack in this 
group will be qualitative rather than quan- 
titative. It is the appraisal of results ob- 
tained by personnel, accounting, engineer- 
ing, purchasing and the other staff func- 
tions upon which efforts need to be con- 
centrated. 
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Judgment is necessarily the keystone to | 


qualitative appraisal. However, each staff | 


function has—or should have—specific 
reasons for being. In other words, it has 
objectives. By targeting appraisal efforts 
on these objectives, and seeking yardsticks 
that offer some quantitative measure of 
these essentially qualitative goals, rea- 
sonably effective results are being ob- 
tained by some companies. 

For example, where engineering is con- 
cerned, basic objectives include (1) de- 
veloping new products, (2) improving 
old products, (3) developing new proc- 
esses, and (4) improving old processes. 
Many of the qualitative measures of engi- 
neering performance in attaining these 
goals are found in quantitative sales fig- 
ures, price reductions, profit margins, and 
other financial reports. The problem is in 
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How Effective is an Executive? 


(Continued from page 41) 


part one of isolating engineering’s con- 
tribution to these figures—and judging it 
in relation to the results obtained by com- 
petitors. The competitor's engineers may 
have fathered improvements being cred- 
ited to your engineers! 

Purchasing offers another illustration. 
The major objective of this function is to 
provide the manufacturing department 
with raw materials, partially fabricated or 
finished parts at the lowest net cost. This 
means the purchase price should be com- 
petitive. It means the material should ar- 
rive when needed; not too early, not too 
late. It means that research into cheaper or 
more easily worked material is essential. 
These factors are measurable. It requires 
imagination and the will to work it out. 
But it can be done. 


REALISM VS. THE 
ACADEMIC APPROACH 

One of the key problems in developing 
an effective executive performance ap- 
praisal program is that management must 
have an important stake in its success. Just 
as good bridge players play harder, and 
more effectively, for money than they do 
for fun, so an executive team apparently 
needs a strong incentive to make the most 
of an appraisal program. Too frequently, 
appraisal programs are ineffective because 
their objectives are not clear cut or are not 
considered to be of critical importance by 
management. 

It is of more than passing interest that 
much of the pioneering in performance 
appraisal has been done by concerns with 
successful executive incentive plans. The 
constant pressure to get an increasing re- 
turn on the thousands, or millions, of dol- 
lars paid in bonuses has created an increas- 
ing interest among such concerns in better 
measurement of individual profit contribu- 
tion. It also has acted to spur their efforts 
to improve such appraisal techniques as 
they use. Having experienced the effective- 
ness of motivating executives by means of 
profit-contribution appraisals, they recog- 
nize the value of experimental work in 
this area. 

There is a tendency today among com- 
panies tying performance appraisal to in- 
centive compensation to base their ap- 
praisal efforts on executive strength rather 
than weakness. Many pioneering appraisal 
plans, on the other hand, concentrated 
to their detriment on the mistakes a 
man made, rather than his contributions. 
The initiative-reliability-application — cri- 
teria used in such plans emphasized what 
was thought of a man rather than what he 
did. They tended to develop conformity to 
an accepted pattern rather than independ- 
ence of thought. 

But since an incentive plan that really 
motivates executives pays a bonus on the 


basis of individual profit contribution, em- 
phasis is best placed on performance. It 
encourages the risk-taker, the builder, by 
paying off handsomely when he is right. 
By the same token, it focuses critical atten- 
tion on those whose judgments are overly 
conservative or simply poor. 

This tendency of performance apprai- 
sals to become more realistic when used in 
conjunction with an incentive plan is 
worth noting. It reminds us that an indi- 
vidual management technique is rarely 
“on its own” but is only one instrument— 
however important in the orchestra of 
management. 

This is particularly true of performance 
appraisal, which adds substance to many 
other management instruments. Thus a 
well-rounded plan of personnel adminis- 
tration at the executive level involves the 
use of many interdependent techniques of 
selecting, training, promoting and com- 
pensating executive talent. Each of these 
techniques is made more effective by sound 
performance appraisal. In effect, the whole 
is bigger than all its parts because of the 
cohesion and direction realistic appraisals 
bring to management. 


CONCLUSION 

The coincidental development of new 
tools for measuring executive performance 
and an increasing competitive need for the 
knowledge and motivation it provides, has 
given great impetus to the study of this 
fundamental element in good manage- 
ment. 

The area explored to date has been rela- 
tively limited. Positions carrying full profit 
responsibility have been measured with 
considerable success. The development of 
realistic yardsticks for functional jobs be- 
low this level is just getting under way, 
with results apparently varying in direct 
proportion to top management interest in 
the project. 

Enough has been accomplished to date 
in appraising executive performance to in- 
dicate that even a moderately successful 
program adds substantially to company 
profits. This is not achieved in the main 
by a negative saving in dollars spent, but 
by providing a release for the profit-mak- 
ing talents of individual executives, by 
permitting the faster development of 
profit-conscious men, and by enabling a 
high level of motivation to spark the ac- 
quisitive instincts of entrepreneurial ex- 
ecutives. 
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AMA Reports Statistics on 
Middle Management Salaries 


Middle-management executives—those | 


between top management and first-line su- 
pervisors—are getting more attention, fi- 
nancially speaking, from their bosses. This 
conclusion is indicated by the statistics 
cited in the American Management Asso- 
ciation’s Third Report on Middle Manage- 
ment Compensation. 

Nearly half the 1,300 middle manage- 
ment executives for whom comparative 
figures were obtained received salary in- 
creases between July 1953, and April 
1954. For the entire group of 1,300, these 


increases represented an over-all average | 
pay rise of approximately 3.8 per cent; for | 


the recipients, they averaged 8.4 per cent 
of base salary. 

Manufacturing, engineering, and mar- 
keting executives, in that order, fared 
slightly better than the average in terms 
of salary increases received. However, 
there were only negligible variations in in- 
crease percentages among the six major 
business functions compared (manufac- 
turing, engineering, marketing, purchas- 
ing, finance, and industrial relations). 

The recognition being accorded middle- 
management personnel also is reflected, 
perhaps more strikingly, in the liberal 
supplementary compensation plans _re- 
ported. Of 568 companies surveyed on 
supplementary compensation, 96 per cent 
provide group life insurance benefits; 92 
per cent have group health, accident, or 
disability insurance programs; and 86 per 
cent maintain retirement income plans 
for their middle-management executives. 
These plans vary in extent of employe 
participation and in financing pee 3 

The survey, made by AMA’s Executive 
Compensation Service, covers total com- 
pensation of 1,900 middle-management 
positions in 100 companies representing 
27 major industrial classifications; 1,300 
of these positions also were included in 
the last such AMA survey, published in 
July 1953. A larger group of 568 com- 
panies was surveyed on supplementary 
compensation plans and practices only. 

The report furnishes information on 47 
specific business functions broken down 
into 89 job levels; each level is identified 
with a complete job description and speci- 
fication. For each position it reports broad 
industrial classification, company _ size, 
level in the organization, number of em- 
ployes supervised, maximum and mini- 
mum of salary range, actual salary, and 
bonus as a percentage of base salary. 
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CHANGING YOUR ADDRESS? 


Notice of change of address for THE CONTROLLER 
should be received in the editorial offices of THE CONTROL- 
LER, One East Forty-second Street, New York 17, N. Y., 
before the first of the month to affect the following month's 
issue. For instance, if you desire the address changed for 
your March issue, we should be notified of your new address 
before February 1. Be sure to include your postal zone as well 


as your old and new address. 





With the mad scramble for busi- 
ness predicted by the experts for 
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Controllership Foundation 
Adds to Research Staff 

The appointment of Miss Jewel Mober- 
ley as research assistant, effective Decem- 
ber 1, has been announced by Controller- 
ship Foundation. 

Miss Moberley’s appointment was made 
necessary because of the heavy work-load 
resulting from the Foundation’s previously 
announced, expanded schedule of research 
activities and the steadily increasing num- 
ber of inquiries directed to the Founda- 
tion’s Controllership Information Service 
for Institute members. 

Miss Moberley began her business career 
as a publicity writer with the State Divi- 
sion of Department Reports in Spring- 
field, Illinois. However, she soon trans- 
ferred her activities to Radio Corporation 
of America’s international organization 
with which she was associated for 12 
years. 

Beginning her career with the RCA In- 
ternational Division compiling and analyz- 
ing sales statistics, she progressed to the 
preparation of special analytical reports, 
direct sales activities and office manage- 
ment. Before coming to Controllership 
Foundation, she spent two years in Rome 
as special assistant to the managing direc- 
tor of Radio e Televisione Italiana, S. p. 
A., the RCA Italian subsidiary. This as- 


OteA 


signment covered systems development, 
organizing the headquarters office and 
liaison work with the parent company. 

Miss Moberley holds the degree of B.S. 
in Journalism from the University of Illi- 
nois. 


This Electronic World 

Servicing of electronic equipment now 
accounts for an important percentage of 
total sales for the electronics industry and, 
by 1957 is expected to reach an annual 
total of $2.7 billion, according to an RCA 
official. Annual sales of the electronics in- 
dustry have grown from $1.6 billion in 
1946 to $8.4 billion in 1953 while less 
than $145 million went for home installa- 
tion and maintenance in 1946 compared 
with $1.4 billion last year. 

Remington Rand now has in use 12 of 
its giant Univacs throughout the country. 
Seven are being operated by government 
bureaus and the armed services, while the 
rest are being used by industry. One of 
its machines has been bought outright by 
the Metropolitan Life Insurance Com- 
pany, while others are leasing the ma- 
chines, with the option of applying rentals 
to the purchase price, at a rate of $25,000 
a month. Various IBM electronic com- 
puters have been leased to 18 government 
agencies and business concerns. Leases 
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range from $15,000-$18,000 a month. 
Both companies also operate service cen- 
ters to which interested concerns can take 
problems. Rentals at the centers for use 
of the machine, are $300 an hour. 


Education of Chemical Executives 


A survey conducted by the Manufactur- 
ing Chemists Association, Inc. reveals that 
57% of all chemical company executives 
have technical or scientific degrees and 
17% have degrees in other fields such as 
Law, Liberal Arts, Economics or Business 
Administration. The balance have no de- 
grees. Of 58 company presidents included 
in the survey, three had degrees in finance 
or business administration while 29 had 
degrees in technical subjects. 


Tax Speed-up May Deplete 
Working Capital 

Corporation managers must figure that 
their aggregate working capital will be 
impaired by their tax payments of $3.75 
billion by the beginning of 1960, accord- 
ing to the First Boston Corporation. The 
new tax law of 1954 supplements the so- 
called Mills Plan by requiring that, from 
1955 through 1959 inclusive, all corpora- 
tions will have to pay in each calendar 
year 110% of their income taxes due for 
the preceding year. Under the Mills Plan 
adopted in 1950, corporations were obliged 
to move forward their tax payments so 
that by June 15, 1955 they would have 
paid all their 1954 tax liability. Under the 
new law corporations must pay all taxes 
for 1954 by June 15, 1955 and then pay 
10% of their estimated 1955 taxes be- 
tween July and December of 1955. The 
schedule of tax payments due between 
1955 and 1960 is as follows: 


1955 100% taxes for ‘54 plus 10% for 1955 
1956 90% taxes for ‘55 plus 20% for 1956 
1957 80% taxes for ‘56 plus 30% for 1957 
1958 70% taxes for ‘57 plus 40% for 1958 
1959 60% taxes for ‘58 plus 30% for 1959 
1960 50% taxes for ‘5Y plus 20% for 1960 


The First Boston Corporation believes that 
under the combined effect of the Mills 
Plan and the 1954 Tax Law, corporation 
working capital by 1960 will have been 
impaired by $7.5 million since 1950. This 
forecast presumes that corporations accum- 
ulate funds for tax payment at an annual 
rate of $15 billion. 


Records Retention 


A supplement to Theodore L. Turney’s 
“Retention and Protection of Corporate 
Records” has just been issued under the 
title of “How To Prepare or Revise a 
Manual of Record Retention Schedules.” 
The supplement gives the responses of 
selected corporate executives concerning 
the procedures followed in establishing 
record schedules. Charles R. Landrigan, 
executive vice president of the Detroit 
Edison Company and a member of the 
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Members of the Controllers Institute are identified in the follow- 
ing items by certificate number and year of election in parentheses. 


PROMOTIONS .. . 


J. Howard White (#1741-1940) has 
been appointed financial vice president of 
Shell Oil Company, New York, and A. A. 
Buzzi (#4149-1948) has been named con- 
troller. Mr. White had been vice president 
and controller since 1949 and Mr. Buzzi 
had been assistant controller since the 
same date. Mr. White served as controller 
of Controllership Foundation, research 
arm of Controllers Institute, from 1950- 
1954 and is currently serving on the Foun- 
dation’s Board of Trustees. 





MR. VEEDER 


Raimund de F. Osborne. (#5145-1951), 
comptroller of the Federal Telephone and 
Radio Company, a division of Interna- 
tional Telephone and Telegraph Corpora- 
tion, was elected vice president of the 
company. . . . James M. Veeder (#5242- 
1951), assistant manager of the finance 
department of Koppers Co., Inc., Pitts- 
burgh, Pa., has been made assistant vice 
president of that department. . . . Ed- 
ward W. Heller (#5078-1951), assistant 
comptroller, Belknap Hardware and Man- 
ufacturing Co., Louisville, Kentucky, has 
been appoihted comptroller and elected 
secretary of his company. . . . John H. 
Schmidt (#1270-1938) , secretary-treasurer, 
General Time Corporation, New York, 
has been elected a vice president and ap- 
pointed director of finance as well as con- 
tinuing as secretary. 

Perry J. Crandall (#1375-1939) was re- 
cently elected a vice president of the Rieck 
Dairy Company, Pittsburgh, Pa. He has 
been secretary and comptroller since 1943. 
He has been succeeded as comptroller by 
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MR. WHITE 


Paul D. Hausenbauer. . . . Todd G. Cole, 
(#5626-1952), vice president-comptroller, 
Delta-C&S Air Lines, Atlanta, Ga., is now 
vice president-finance. Mr. Cole was re- 
cently elected president of the Airline 
and Finance Accounting Conference of 
the Air Transport Association. The Con- 
ference is comprised of finance officials of 
the scheduled airlines of the nation. 


ADDITIONAL DUTIES FOR... 


Winfred C. Bloom, who has been ap- 
pointed controller of Raymond Concrete 


MR. BUZZI 


Pile Company, New York, and who will 
continue in his present office as assistant 
treasurer. . . . Edward B. Thompson, who 
has been elected as assistant secretary, the 
Torrington Company, Torrington, Conn., 
to succeed Ray E. White (#2190-1942), 
who has acted as assistant treasurer and 
assistant secretary for the company since 
1946. Mr. White will devote his entire 
time to his duties as assistant treasurer. 
Mr. Thompson continues as manager of 
sales for Torrington’s Bearings Division, 
a position he has held since January 1948. 

. Albert L. Williams (#2380-1942), 
recently elected an executive vice presi- 
dent of International Business Machines 
Corporation, New York, will also con- 
tinue to serve as treasurer. Mr. Williams 
joined IBM in 1936. 


HONORS TO .. 


J. R.. Mulvey (#2334-1942), assistant 
comptroller, Humble Oil and Refining 
Company, Inc., Houston, Texas, who was 
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presented with a Certificate of Apprecia- 
tion from the Financial and Accounting 
Committee of the American Petroleum In- 
stitute at the API annual meeting in 
Chicago. Mr. Mulvey, a past national di- 
rector and vice president of Controllers 
Institute of America, was cited “for his 
contribution in furthering the objectives 
of the Financial and Accounting Com- 
mittee and devoting, unselfishly, consid- 
erable time and effort to this Committee's 
specific problems in the interest of the 
petroleum industry. During the years 1950 
and 1951 he served as general vice chair- 
man and general chairman of the Finan- 
cial Committee; and has rendered out- 
standing services to the industry as a 
member of the Program of Research and 
Accounting Policies Subcommittee.” 


NEW CONNECTIONS. . 

Laurance R. Chambers (#2261-1942) 
has become associated with the Holly Cor- 
poration, New York, as secretary-treas- 
urer. He was formerly treasurer, Childs 
Company, Long Island City, N. Y. . . 
T. H. Woodard (#3729-1946) now affil. 
ated with Stonefort Corporation, In- 
dianapolis, Ind., as controller. He was 
formerly comptroller, Eitel Machine Co. 


Fabian Bachrach 


MR. MULVEY MR. WILLIAMS 

of the same city. Carl F. Crofford 
(#5464-1951),’ formerly president, Mu- 
tual Old Line Life Insurance Co., Dallas, 
Texas, is now with Southwestern Securi- 
ties Company of the same city.... 
Thomas B. Haugh (#4747-1949), for- 
merly comptroller, Pennsylvania Hospital, 
Philadelphia, Pa., is now treasurer, Kele- 
ket X-Ray Corporation, Covington, Ken- 
tucky. Mr. Haugh was serving as a di- 
rector of the Philadelphia Control of 
Controllers Institute, 1954-55, but has re- 
linquished this appointment to R. S. Wil- 
liams (#5582-1952), comptroller, the 
United Gas Improvement Company, Phila- 
delphia, Pa. 


NEW POSTS. . 


E. C. Cudmore was recently elected to 
the newly created corporate position of 
controller of Whirlpool Corporation, St. 
Joseph, Mich. . . . Carl O. Wessman to 
the newly created position of controller 
of the Harris Division of the Harris-Sey- 
bold Company, Cleveland, Ohio. . . . 
Henry C. Crisman to comptroller of the 
newly formed Farnsworth Electronics 
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MR. HOF 


Company, Fort Wayne, Ind... . W. C. 
McCammon (#4300-1948) to the newly 
created post of assistant to the president 
of Standard Oil Co. of California. Mr. 
McCammon has served as assistant con- 
troller of Standard since 1944. 


RETIREMENTS .. . 

Edward C. Hof (#627-1936), has re- 
linquished his duties as comptroller of 
American Brake Shoe Company, New 
York, to Victor L. Persbacker (#5476- 
1952), assistant comptroller and auditor, 
prior to his retirement, after 51 years of 
service to his company, to take effect next 
May. Mr. Hof has long been active in the 
affairs of Controllers Institute, having 
served as national assistant treasurer, 
1948-1952; as chairman of the National 
Eligibility Standards Committee, 1940-41 ; 
as chairman of the National Admissions 
Committee, 1938-39; and as a national 
director, 1938-41. . . . Rush M. Forquer, 
Jr., and Wendell P. Kessler were elected 
assistant comptrollers to succeed Mr. Pers- 
backer. . . . Arthur C. Harragin (#1508- 
1939), comptroller, Lone Star Cement 
Corporation, New York, retired on De- 
cember 31, 1954, but will continue to 
serve as a member of the company’s Presi- 
dent’s Advisory Committee. Mr. Harrigan 
is currently assistant treasurer of Control- 
lers Institute and served as arrangements 
chairman for the 1943 and 1946 Annual 
Meetings of the Institute. 


MR. PERSBACKER 


















MR. HARRAGIN 


EXTRACURRICULAR ACTIVITIES .. . 


B. J. Mertz (#767-1936), comptroller, 
the Buckeye Union Companies, Colum- 
bus, Ohio, is chairman of a committee of 
the Columbus Chapter, National Associa- 
tion of Cost Accountants, to establish a 
scholarship in Accounting at Ohio State 
University, in memory of the late Russell S. 
Wilcox (#4171-1948), professor of Ac- 
counting for over 30 years... . R. B. 
Gookin (#5448-1952), comptroller, H. J. 
Heinz Co., Pittsburgh, Pa., recently par- 
ticipated as a speaker at the Fifth Annual 
Accounting Symposium, sponsored by the 
Pittsburgh Chapter, Pennsylvania Insti- 
tute of Certified Public Accountants, in 
cooperation with 20 colleges, universities 
and business schools of the area. 





Obituary 





WALLACE BRETT DONHAM, 77, dean 
of the Harvard Business School, died in 
Cambridge, Mass., on November 29, 
1954. Mr. Donham led the movement to 
provide professional training for business 
administration and also was a leader in 
the scientific study of human relations. 
After resigning as dean in 1942, he con- 
tinued his lecturing in 1948. 
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1955 Controllers Institute Conferences 


1955 Conference 
MAR, 31-APR. 2 Southern 
APR. 28-30 Eastern 
JUNE 5-7 Midwestern 


NOV. 6-9 ANNUAL NATIONAL 
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JOHN RaMsey FINCHER, CPA, 68, died 
at his home in Baton Rouge, Louisiana, 
on November 17, 1954, of a cardiac ail- 
ment. Mr. Fincher, who was formerly as- 
sociated with Fairmont Aluminum Com- 
pany, Fairmont, W. Va., as vice president, 
secretary and treasurer, from 1930-1940, 
held membership #505-1935 in Control- 
lers Institute of America. 





EMIL F. KLEIN, treasurer of Casco 
Products Corporation, Bridgeport, Conn., 
died on December 8, 1954 at the age of 
60. He had been with Casco since 1929. 
He held membership certificate #1493- 
1939 in Controllers Institute of America. 


MAXWELL E. MCDOWELL, retired head 
of the tax department of the Standard Oil 
Company of New Jersey, died on Decem- 
ber 16, 1954, at the age of 60. 

A recognized expert on tax matters, Mr. 
McDowell had lectured on the subject 
throughout the country and had served as 
chairman of the Committee on Federal 
Taxation of the New Jersey State Cham- 
ber of Commerce and on the tax commit- 
tees of the National Association of Manu- 
facturers and the National Foreign Trade 
Council. For several years prior to his re- 
tirement, Mr. McDowell served as consult- 
ant to the Committee on Federal Taxation 
of Controllers Institute of America. 


No USE 
LOOKING, 


OSCAR we YOU 
YY CAN'T SEE MY 
/. PAYCHECK 

zx, WRovcH THIS 


“OUTLOOK 


















PAYCHECK “OUTLOOK” 
ENVELOPES 


Eliminate Time and Expense of 
Addressing, also Chances for Errors 


Paycheck ‘‘Outlook”’ 
Envelopes are abso- 


RilE TODAY! lutely opaque; essen- 
tial when wages are 
paid by check. Noth- 
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and Prices Today 


OUTLOOK ENVELOPE CO., Est. 1902 


Originators of “Outlook” Envelopes 
1001 W. Washington Bivd., Chicago 7, Illinois 

























Base for Executive Compensation 


proesrs before rather than after taxes 
are being used as a base for computing 
executive bonuses by an increasing number 
of companies, according to a report on in- 
centives for executives by the American 
Management Association. 

The A.M.A. report attributes this trend 
to a growing feeling that profits before 
taxes are a more accurate measure of execu- 
tives’ efforts and performance. Based on 
an analysis of nearly 400 current incentive 
plans for executives of business and in- 
dustry, the report covers such aspects of 
incentive compensation as objectives, types 
of plans, formulas for establishing bonus 
funds and limitations on their size, selec- 


PPORTUNITIES*« 


EMPLOYMENT * EQUIPMENT * MISCELLANEOUS 


RATES: $5.00 per inch or fraction thereof each 
insertion. 50¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 
number. Closing date 10th of preceding month. 


Address box number replies to THE CON- 
TROLLER, One East Forty-second Street, New 
York 17, N. Y. Replies will be forwarded. 





SITUATIONS WANTED 





CONTROLLER-TREASURER 
EXECUTIVE ASSISTANT 


Ten years CPA—eight years industrial. Thor- 
ough taxes, costs, accounting, budgets, systems, 
financial reports. Experienced administrator— 
top-level planning. New York area. Box 2154. 


CONTROLLER 
ASSISTANT CONTROLLER 


Accountant with heavy current systems experi- 
ence and broad background covering controller- 
ship, office management, taxes and public ac- 
counting seeks position offering responsibility 
and opportunity. Age 39. Earning $9,000.00. 
Box 2155. 


CONTROLLER OR ASSISTANT 


CPA, AIA, 42, family, aggressive, flexible. 
Twenty years’ accounting including six years 
with public accounting firm. Audits, taxes, sys- 
tems, budgets, analyses. Currently controller 
with Indiana multiplant manufacturing firm. 
Seeking’ heavier ‘responsibilities in larger firm. 
Interested salary $9,000.00. Prefer Indiana, 
Ohio area. Box 2156. 


CONTROLLER/TREASURER 
ASSISTANT 


MS Managerial statistics; BBA Business Ad- 
ministration/Accounting. Twelve years’ diversi- 
fied public and private accounting experience. 
All phases of general accounting, auditing, sys- 
tems, budgets, costs, taxes. Seeks challenging 
position where her drive, imagination, initia- 
tive can be used to best advantage. Will relocate. 
Box 2157. 





NOTE: THE CONTROLLER reserves the right to ac- 
cept, reject or censor classified copy and takes no re- 
sponsibility for the people contacted through this col- 
umn nor does it guarantee any item bought or sold. 





48 


tion of participants, amounts of awards, 
allocations of awards, methods of pay- 
ment, incentives for technical employes, 
and related stockholder relations problems. 

As compared with an earlier A.M.A. 
report on the same subject, the new re- 
port shows an over-all trend away from 
the discretionary type of incentive plan 
toward more formal, objective programs. 
Approximately 45 per cent of the com- 
mercial and industrial firms throughout 
the United States now make use of in- 
centive compensation for executives. Most 
of the plans in current use fall into four 
general classes: 


1. Informal plans, where both the fund 
and individual awards are discretionary ; 

2. Fund plans where the fund is based 
on a formula but the allocation of awards 
is based on the appraised performance and 
contribution of each participant; 

3. Fund plans where both the fund and 
the individual awards are predetermined, 
with allocations generally based on the sal- 
ary of each participant or group of par- 
ticipants ; 

4, Plans without established funds 
where the allocation of awards is based on 
a predetermined formula for each par- 
ticipant or group related directly to com- 
pany profits. 

No one type of plan is characteristic of 
any particular industry or size of company, 
the report says. Similar plans can be found 
in both large and small companies and in 
every industry. 

On the other hand, the amounts of the 
incentive payments made to executives do 


vary among industries. Firms engaged in 
wholesale and retail trade pay the highest 
bonuses—nearly 60 per cent of salary is 
the average among companies of this type 
that have incentive compensation paces 
and construction companies are close be- 
hind, with nearly 53 per cent of salary. The 
lowest bonuses are paid by utilities (less 
than 9 per cent of salary, on the average) 
and financial concerns (about 15 per cent 
of salary). In the middle are durable-goods 
manufacturers (almost 45 per cent) ; non- 
durable-goods manufacturers (slightly 
over 40 per cent); and petroleum and 
coal-mining companies (about 33 per 
cent). 

There also is variation in the popularity 
of incentive plans among industries. Some 
industries traditionally have made exten- 
sive use of these plans, while others—such 
as financial institutions and utilities—have 
not adopted them to any great extent. 

In almost two thirds of the plans ana- 
lyzed by A. M. A., allocation of awards to 
the individual executive is on a discre- 
tionary basis. Factors normally taken into 
consideration are responsibility and rela- 
tive importance of each position; salary 
status; appraisal of the individual’s con- 
tribution to results for the year; individual 
potential ; and individual length of service. 

In some cases companies have used for- 
mulas that relate the company’s perform- 
ance directly to the individuals covered by 
the plans. Thus at any time the individual 
executive knows exactly what his incen- 
tive payment will be. Companies which 
have used this method indicate that they 
are pleased with the results. 


Depreciation Policy Underthe1954 Revenue Code . 


(Continued from page 20) 


Other problems must also be resolved 
with respect to new accounting and rec- 
ord-keeping requirements, rules to be fol- 
lowed in determining gain or loss on re- 
tirement, the proper selection of deprecia- 
tion rates, the application to single-item 
vs. multiple-item accounts, the averaging 
of acquisition dates in multiple-item ac- 
counts, etc. 

It would seem that if assets are to be re- 
tained for their entire useful life, little 
benefit would be gained. This would be 
especially true if taxes were to be increased 
in the future or an excess profits tax re- 
enacted. 

If the prevailing “bird in the hand” 
philosophy regarding tax deductions is 
followed, then the most favorable method 
should be considered. If this is the test 
used, the declining-balance is best for as- 
sets of short useful lives and, the sum-of- 
the-digits method is most advantageous 
for longer-lived assets. The length of use- 
ful life will therefore be important in de- 
termining the selection. 


Companies which are still able to obtain 
certificates of necessity for emergency fa- 
cilities for national defense purposes cov- 
ering new assets acquired after December 
31, 1953 still appear to have an advantage _ 
in this depreciation method eect. high 
enough percentages of certification can be 
obtained. News releases indicate, however, 
that the granting of necessity certificates 
has dwindled to a mere trickle and now | 
only in extraordinary cases. 

There appears to be no further advan- | 
tage to be gained in requesting determina- 7 
tions of true depreciation which are to be | 
recognized for pricing in contracts with | 
the Military Services unless the true de- | 
preciation percentages approved are sig- / 
nificant enough. Since the Military Serv- — 
ices have been granting true depreciation 
percentages on a fairly consistent basis and 
at levels considerably below those under © 
necessity certificates, it does not appear — 
that sufficient advantage can be expected 
to make this worth while. 
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